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PREFACE 


N our age of peril the economic situation of the nations of 
the free world should be a matter of supreme concern to 
thoughtful citizens in all of them. Many questions related 

to it arise in the minds of Americans. How much military aid 
should our country give? How effective is the nonmilitary aid 
we have been providing? How are our friends and allies doing 
in trade and finance? What can be done by private investment 
abroad? What of the “dollar gap ” and the currency problem? 


Questions of this sort were asked at the Spring Meeting of 
the Academy of Political Science, and wise men sought to an- 
swer them. The general assumption was that a state of inter- 
national imbalance is bad, that a balance should be attained in 
trade and finance, and that a relatively free international eco- 
nomic system should be maintained in so far as possible. Our 
distinguished speakers saw nothing to warrant complacency but 
much to support continuing hope, and they attacked these 
problems with good will and good courage. 


We are happy to present these PROCEEDINGS, dealing with 
these vital and difficult questions; and in so doing the Directors 
and Officers of the Academy want to express again their deep 
appreciation of the contributions of all the participants. 
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PART I 


THE PROSPECTS FOR ECONOMIC AID 


INTRODUCTION 


DUMAS MALONE, Presiding 


Professor of History, Columbia University 


ADIES and Gentlemen: I am very happy to welcome you 

; to another meeting of The Academy of Political Science. 

We make no secret of the fact that we have been hold- 

ing these meetings a long time. We have got to the point, some- 

times reached by individuals and very often by institutions, 
when we boast of our age. 

This Academy was established in 1880. At that time 
Rutherford B. Hayes was President of the United States, and 
the Civil War was just over. To be sure, the military opera- 
tions had ended some years before, but the war did not really 
end until the last troops were withdrawn from the South; and 
they were withdrawn in President Hayes’s administration. It 
may be of some comfort to us to remind ourselves of this ex- 
perience of the past. It seems to take a long, long time to bring 
an end to a great war. 

Now, if some of the people from the early years of this Acad- 
emy were here today they would undoubtedly be surprised by 
the international emphasis in our program. They did not think 
in international terms as we have todo. The main topic for this 
meeting, as you know, is the “International Economic Out- 
look”. The number of people who would have been interested 
in that in 1880 in the United States would have been very 
small. They would be even more surprised by the topic for 
this session, ‘“ The Prospects for Economic Aid”. They would 
not know what we were talking about; they would need a good 
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deal of time to get used to the idea. But, of course, they would 
also need a good deal of time to get used to the automobiles and 
the airplanes and the radio and the television. Perhaps they 
might conclude that one set of changes has led to the other. 

In this program this morning my function is a very humble 
one. I am not presiding because of any very special knowledge 
I have of these affairs; I am just the barker at the show. 

Our first speaker is going to deal with the question of mili- 
tary aid, and very properly he is a military person. But Colonel 
Lincoln is not only a graduate of West Point; he has also a 
couple of degrees from Oxford. Not only is he called Colonel, 
but he is also called Professor. I am not sure how often he is 
called Professor or whether he really likes to answer to that 
title. Colonel Lincoln has done a great deal of public service. 
One of the most striking things about our times which is go- 
ing to get into the history when it is written is the fine public 
service that we have received from our professional soldiers, and 
he is a case in point. Not only has he done service with the 
General Staff of the War Department, but he has upon occasion 
been military adviser of the Secretary of State, and he has writ- 
ten a couple of books. 

The topic of his paper is “Factors in Determining Arms 
Aid”. I am very happy to present to you Colonel George A. 
Lincoln, of the United States Military Academy. Colonel 


Lincoln! 


REMARKS 


CoLoneEL G. A. LiNncoLN: Mr. Chairman, Ladies and Gentlemen: 
When I was asked, “ Will you talk on the topic, ‘ How Much Mili- 
tary Aid’?” it didn’t take me more than ten seconds to reply that I 
did not think we should have on the 29th day of April any mortal 
individual other than perhaps the President of the United States, who 
knew what the answer to that question was. So after a certain 
amount of negotiation we agreed that perhaps the better title would 
be ‘“‘ Factors in Determining Arms Aid”, and that is what I am going 
to talk about. 

I do approach even this subject with some trepidation, because the 
situation is certainly fluid as of this morning. 
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FACTORS DETERMINING ARMS AID 


COLONEL G. A. LINCOLN 
Professor of Social Sciences, United States Military Academy 


HE main factor determining quantity and direction of 

i future arms aid is of course the Soviet Union’s tangible 

reactions, or lack thereof, to our President’s clearly 
stated points for achieving peace, or at least an armistice, in 
cold and tepid wars. But these proposals are hopes and goals 
rather than factors this morning. Until tangible actions are 
taken on many of these proposals the free world will have 
need for a shield of military power. And we will have need 
for certain principles, and will labor with certain problems, con- 
cerned with arms assistance. I will now discuss some of these 
principles and problems rather than engage in a guessing game 
about appropriations. 

These views of mine are strictly personal; I do not pretend to 
represent any official thought. The similarity of the views to 
our country’s policy is, however, strictly intentional. As a 
citizen I happen to believe in that policy as I understand it. 

As a first principle, we are solidly committed by both previ- 
ous and present administrations to a program of seeking na- 
tional security through collective action. It is now and will 
continue to be, in our enlightened national interest (and here I 
quote Mr. Eisenhower at the height of his campaign last fall), 
“ to lead the world to a collective security which can defy com- 
munism confidently and without war.” 

The most important premise on which this collective security 
program rests is that of unity of purpose and effort among free 
nations in building and maintaining strength against commu- 
nism. I need not belabor the corollary point that ours is a 
unity through codperation—a much more difficult program 
than the unity through authority possessed by the rulers of the 
Communist bloc. Acceptance of collective security and of the 
premise of unity probably builds some political strength. But 
it contributes little to tangible military power unless supported 
by specific codperative programs. 
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Put very simply we have built our arms aid program, and I 
believe should determine it in the future, on the answers to 
three questions. 


Country by country, how much military power, and in 
what form, should each of our allies and friends have? 
How much, and in what form, can and should each pro- 
vide through self-help? Under this heading we must not 
forget that our allies furnish many bases, communications, 
and material portions of the capital plant which make our 
United States military forces as effective as they now are. 
These are all grouped under a word, an ugly word, called 
“infrastructure ”, which I will say no more about. 

How much of any deficit in economic and arms resources 
should the United States provide as mutual aid, and in 
what form? 


Each of these questions is to be answered by us on the basis of 
hardheaded but enlightened United States self-interest. Each 
will be answered by respective allies on the same basis—and not 
on the basis of love of us. The pertinent principle is well 
phrased in the preamble to the Mutual Security Act which 
reads: 


An Act to maintain the security and promote the foreign pol- 
icy and provide for the general welfare of the United States by 
furnishing assistance to friendly nations in the interest of inter- 
national peace and security. 


The purposes of military power today include (I am not list- 


ing 


these in any priority—there is no priority among essen- 


tials) : 


i. 


I 


Internal police power to further political stability under 
attack by communism. 


. Defeat of war through guerrillas and through satellites. 
. Victory if war comes, and deterrent to war through satel- 


lites and to planetary war. 


. Creation of confidence with its accompanying dividends of 


economic and political strength. 


need not stress the point that arms aid, either by grant or 
sale, to further political stability requires the most delicate po- 
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litical judgments. This is not a good area for exploration by a 
soldier and I will say no more about it except to state again that 
the need exists and it is important. 

Arms aid to put out Communist fires is superficially obvious 
as a principle. It seems unthinkable that we stand idly by and 
let communism achieve further erosion by force. We did not 
in Greece or Korea and are not doing so in Indo-China. But, 
initially, such an aggression may not be very clearly defined. 
It may even be under cover of a superficially popular move- 
ment. A considerable proportion of arms assistance actually 
provided (Greece, Indo-China, Republic of Korea) thus far 
has been dedicated to this objective of thwarting aggression 
through satellites. 

Arms aid to further the objective of the deterrent force con- 
stitutes the great bulk of appropriations thus far (note my dis- 
tinction between appropriations and deliveries) and may be the 
main problem, measured in dollars, for the future. This deter- 
rent force is a matter for determination by nations and by re- 
gions as well as globally. To illustrate what I mean by this last 
point, consider the situation in June 1950. If the Republic of 
Korea had possessed a reasonable fraction of its present military 
forces, there would have been no aggression. The main portion 
of the global deterrent force must be built and maintained in 
Western Europe and the Atlantic area. The greater proportion 
of our arms assistance is programed for NATO nations to build 
the deterrent force and increase the local security of this group 
of countries. 

Let us return to my three questions: How much military 
power? What should each state provide? What additional 
should we provide and how? 

There is no calculus which gives either precise or noncon- 
troversial answers to these questions. The United States gov- 
ernment has a large number of people trying to set down an- 
swers in arithmetical terms. Toa considerable degree our current 
international relations are devoted to conference and negotia- 
tions on these questions. There are guide lines and a frame of 
reference for thinking about the three questions. The re- 


mainder of my remarks will be directed to sketching some of 
them. 
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We can estimate what is needed on the basis of the capabili- 
ties of the opposition or we can make the estimate lean heavily 
on a guess as to his intentions. The latter method can be dis- 
astrous when we are faced by an opponent having a capability 
to shift tactics 180 degrees overnight. I suggest that any war- 
ranted judgment as to intentions should affect military power 
only in its degree of readiness; for example, relative size of ac- 
tive and reserve forces. Certainly it should have a minor or no 
effect on availability of equipment and other munitions. A 
switch in strategy of the program for world conquest can oc- 
cur in a few days. Cold war, perhaps even hot war, can break 
out just as fast as peace can break out. Attitudes and policies 
can change overnight. Years are required to raise and arm 
forces. 

You may well ask, at this point, about our own capabilities. 
First, as to those of the United States in the arms aid field, I 
suggest that our own resources are so great that we can without 
unacceptable economic strain, if we wish, provide the initial 
capital goods in the form of arms, which it is wise for our allies 
to have—and which they cannot supply themselves. I realize 
this statement has to be hedged carefully. Here are a few of 
the hedges. 


1. Building of military strength is a progressive matter. 
Arms provision has to be made only as military units come 
into being and attain a state of training to use the arms. 

. United States capability, including our present munitions 
capability, is so great that we can provide major assistance, 
within allied capability to absorb that equipment, without 
an unacceptable economic strain. Any unacceptability is 
a political matter—a product of public feeling that some 


or all of this is not worth while and is ‘“‘ money down the 
drain.” 


Field Marshal Montgomery remarked, while speaking at 
West Point a few weeks ago, that “a good general cannot ig- 
nore economics.” There are certainly economic and political 
limitations on military build-up and arms assistance. It is well 
to bear in mind that these limitations, real or fancied, do not 
affect enemy intentions or our requirements—the free world— 
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for defense. And the limitations shift with public and official 
concern over the threat to security. The threat to the United 
States on the Ist of June 1950 was no greater or less than on 
the Ist of July or the Ist of January 1951, by which time 
we were launched into limited mobilization. 

If you will temporarily accept these thoughts as a premise of 
the discussion, the important factors become those determining 
what it is wise to provide. Here a seriatim listing of points 
may help. 


1. Location is, in itself, power. It should not be hard to ac- 
cept the view that a division or an air group located in the 
zone of a possible conflict may be more useful than one 
in, say, Missouri. 

. Once the hard goods are provided, every other nation in 
the world supports armed forces at a much lower eco- 
nomic cost per fighting unit than does the United States. 
The Turkish private for instance gets 21 cents a month. 

. The indigenous munitioning capacity of our allies is 
known fairly accurately both quantitatively and qualita- 
tively. Certainly this can be expanded for some nations 
to some extent. But the consequent cost has to be reck- 
oned in delay in investment to increase productivity—we 
were the only country that increased its productivity dur- 
ing the war—and perhaps in loss of export trade with 
consequent impact on the balance of payments, as well as 
in terms of government finance. 

. Most of our allies cannot produce all the kinds of arms 
required for a modern force. Some have no munitions 
industry, worthy of the name, and no likelihood of get- 
ting one in the near future. 

. From the standpoint of government finance, country by 
country, there is some choice between larger forces 
coupled with a lower level of. equipment and, on the other 
hand, smaller forces coupled with increased munitions 
production. In the long run some countries might be able 
to provide more munitions than we have thus far planned 
jointly with allies on a basis of minimum requirements 
for defense. But the long run may be painfully long— 
too long. 
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6. As a general statement, with exceptions, we cannot ex- 
pect allies to raise and maintain manpower when that 
manpower does not have arms to make it effective. Put 
another way, lack of arms may decrease, rather than in- 
crease, fiscal and manpower efforts of an ally along mili- 
tary lines. 

The six points I have listed do not face up directly to the 
question of whether our allies are bearing more or less than their 
share of the burden today. There is no noncontroversial an- 
swer to the question. If, however, your measure is taxation, 
the Western European countries are in general bearing their 
share or more of the tax load which rearmament imposes on the 
free world. Our tax load is about 25 per cent of the gross na- 
tional product, France’s is 30 per cent, England’s is 33 per cent. 
For some countries, particularly nonindustrialized, the tax load 
is lower than 25 per cent. But a low gross national product 
makes for lower absolute tax receipts and tends to limit the 
proportion of income which the average citizen can put up for 
taxes. Our per capita GNP last year was $2,135; France’s was 
$811; Italy’s was $359; and Turkey’s was $173. 

Bearing in mind the facts of international life I have just 
mentioned, there appear to be three general zones, varying 
among countries, in which arms assistance might level off. 


1. Provision of a portion of the hard goods for initial build- 
up after which the particular nation will finance and pro- 
vide its own military support. This criterion amounts to 
appraising the level of preparedness the nation will sus- 
tain over the mid-term future. The proportion of arms 
provided is a matter of length of build-up period, of very 
complicated military and economic analysis, and perhaps 
political negotiation. 

. Provision of a portion of hard goods for initial build-up 
like the first zone with a recognition that some continuing 
assistance for maintenance and replacement may have to 
be provided through continuing grants or reimbursable 
aid. 

. Provision of a portion of hard goods (and these are cumu- 
lative, as you see), recognition that maintenance and re- 
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placement probably depend for provision on the United 
States, and perhaps provision of civilian-type aid to re- 
place some of the soft goods devoted to the ally’s military 
effort. 


The obvious examples of the last zone are Formosa and the 
Republic of Korea. I would be rash to try to list many nations 
in the categories or zones I have suggested. But general knowl- 
edge of all of us is sufficient to bring to mind that, for example, 
Norway and Turkey make neither jet planes nor tanks—nor 
are they, or other nonindustrialized nations, likely to make 
them. America has great industrial power. Few of our allies 
have that power. It is well to bear in mind that the gross na- 
tional product of the United States is something more than 
double that of all other nations among our NATO allies. 
Their population, as I recall, is about double ours. All have 
committed manpower to this collective effort. Our industry 
teamed with allied manpower and strategic location gives tan- 
gible power at a cost lower than any other way we have been 
able to devise. It seems self-evident that, for the best interest 
of ourselves and our allies, we should get a better long-range 
mutual understanding, at least in general terms, of our mutual 
policies on arms. 

The high cost of armaments makes international trade in 
these items a questionable premise on which to assume mainte- 
nance and replacement. Something may, of course, be worked 
out along this line for a few countries. But it seems doubtful 
that Norway, for instance, will sell enough fish to the United 
Kingdom or the United States to pay for jet aircraft in the for- 
seeable future. 

Lest I be misunderstood, it also seems obvious that we should 
get out of as much of the nonmilitary aid business as possible, 
as soon as possible. Our political process requires inquiry into, 
and discussion of, the friendly countries, in connection with 
economic aid. And we should get the military aid business into 
a status where the climate of the people on both sides is one of 
coérdinate mutual effort rather than the attitudes between 
giver and donor. Some of us expect gratitude when perhaps we 
would profit more from an atmosphere stressing teamwork and 
cooperation in a common cause. (Parenthetically I offer you 
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one definition of gratitude—“ a feeling of pleasant anticipation 
of a favor about to be received.”) Some may argue this ap- 
proach to assistance is not possible. But under circumstances of 
stress it has been achieved; for example, no United States citizen, 
to my knowledge, complained about the hundreds of millions 
of dollars’ worth of equipment we gave to forces of the Re- 
public of Korea. 

Arms aid can be in the form of either civilian-type goods or 
munitions; the objective is the determinant. But civilian-type 
goods, even for arms aid, are undesirable as a long-continuing 
policy and it is better to adopt the transitional program, some- 
times called “offshore procurement”. As many here know, 
this program applies munitions aid dollars to munitions con- 
tracts in foreign countries, thereby helping to close gaps in dol- 
lar exchange. The effect is of course rarely on a one-for-one 
basis, since part of the materials usually have to be bought with 
hard currency and there may be some diversion of industry 
from the export trade. Furthermore the time lag of produc- 
tion is greater in other countries than in ours. Contracts for 
about a billion dollars have been let; only about 100 million 
dollars had been expended as of the beginning of this calendar 
year to assist these countries in their balance of payments. 

Offshore procurement brings some munitions industry into 
being and provides indigenous capacity for maintenance and re- 
placement of the arms and munitions. Furthermore some ac- 
ceptable weapons can be bought more cheaply from allied firms 
than the United States models can be made in our country. 
This program may, however, sound too attractive. There is a 
limit to the allied industry which can healthily be diverted to 
this effort: most nations have insignificant suitable industry, the 
program is slow building, and it cannot be expected to do a 
major proportion of the job. Furthermore, if our own muni- 
tions production is reduced, offshore procurement faces political 
and economic hazards within the United States. There will 
certainly be pressure to maintain our own industrial mobiliza- 
tion base by keeping our munitions plants operating with arms 
assistance funds rather than using funds abroad. 

I offer the summary thought that the policy, “ trade, not 
aid ”, can solve most of the problems of recent years in civilian- 
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type goods. But it will not provide the economic resources for 
certain states which may be maintaining forces beyond their 
reasonable economic means (for example, Formosa). And the 
“trade” in munitions, while it might grow to be measurable, 
will be insignificant compared to the sum total of our grants. 
I, of course, except the very considerable Canadian purchases 
from the United States in making this comment. If adequate 
rearmament of the free world is to be achieved and maintained, 
the United States arms aid program must keep pace with the 
provision of other resources by our associates. We have lagged 
materially because of our Korean troubles but deliveries are now 
going forward rapidly. We shipped over a billion dollars’ worth 
of arms in the first quarter of this year. 

We can of course adopt the view that all these things I have 
been talking about are a bad dream—now dissipated by the 
sweet breath of soothing zephyrs blowing from the Kremlin. 
To my mind these zephyrs are merely an application, in Real- 
politik, of the program of little Willie who took his quarter to a 
drugstore and asked for 25 pennies which he counted carefully 
and then took them to another store and asked for a quarter 
which he then changed into pennies. In reply to a questioning 
friend, Willie said, “ Sooner or later, somebody is going to make 
a mistake and it’s not going to be me.” The Soviet Union can 
change its penny peaceful gestures back to a posture of major 
aggression in a week. Many years are required to build a mili- 
tary posture to meet aggression. 

The political hints and promises of the past, on the part of 
the United States and our allies, are now running into the nor- 
mally expected economic difficulties of execution as we begin to 
turn paper plans into reality. A wavering on the part of the 
United States could start something like a stampede in our allies. 
We must make sure that our necessary program review and 
shift to a long-range program are not interpreted as a relaxa- 
tion of either vigilance or effort. This is no time to take counsel 
of hopes unsubstantiated by precedents. There are few hope- 
ful precedents in dealing with this movement driving toward 
world domination. 

It makes no sense to cease building, or to start dismantling, 
that program which may now be attaining its first measurable 
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success. It is folly to let Moscow dictate short-term shifts in 
our security policy through psychological warfare in an effort 
to redress the balance now slipping somewhat from the Krem- 
lin’s hands because of our solid program of tangible effort over 
the past three years. 

The Soviet target is of course free-world unity—specifically 
the coalitions, existent and prospective, for defense. There is no 
doubt that arms assistance has contributed to that unity which 
in turn may result in some relaxation of world tension. One of 
the most important factors, in preserving or destroying unity at 
this critical time, is our action on arms assistance. It will point 
the way for the national strategies of many friendly nations 
and it marks a crossroad of vital decisions to which we may 
never be able to return for reconsideration. Let us hope our 
country finds the right answer. 


ARMS AID 


REMARKS 


CHAIRMAN MALONE: Thank you very much, Colonel Lincoln! 
Among other things, you have stated what all history teaches, that 
there is no easy way to attain great ends. 

Our next topic is somewhat different from the one that preceded 
and the one that will follow it. This is not so much a question of 
what the United States is doing for another country as of what a very 
great country is doing for itself. I am not sure that history will en- 
tirely agree with Mr. Churchill—or shall I say, Sir Winston—about 
the finest hour of the British people. I am not sure that it will not 
appear that the finest hour or the finest hours—because there are a 
great many of them—have been those when the British were strug- 
gling to adjust their economic life to a world which has been sub- 
jected to vast changes. Anyone who has been in England recently 
cannot help being impressed by the magnificent heroism of it. 

Mr. Fleming, who is going to discuss this topic, is a Britisher. He 
has degrees from the University of Edinburgh. Perhaps I may assume 
from that fact that he is a Scot; and if he is, that will not be against 
him in this country. He has done a great deal of public service. Be- 
fore the war he was a member of the Economic Intelligence Service 
of the League of Nations. After that he was an economic adviser to 
the British government. More lately he served as a member of the 
Economic and Employment Commission of the United Nations, and at 
the moment he is Visiting Professor of Economics at Columbia Uni- 
versity. 

Professor Fleming will speak on “ Britain’s Balance-of-Payments 
Problem”. I am glad to introduce Professor J. Marcus Fleming! 


PROFESSOR J. Marcus FLEMING: Mr. Chairman, Ladies and Gentle- 
men: As you have just said, sir, the subject of my remarks is rather 
different from what we have been listening to. And after hearing 
such a masterly combination of economics and high strategy, I feel 
somewhat ashamed to come beforé you with economics pure and 
simple. 

I also feel a little abashed to have to drag this subject of Britain’s 
balance-of-payments difficulties before you once again, as you must be 
rather tired of hearing about them. 
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BRITAIN’S BALANCE-OF-PAYMENTS PROBLEM 


J. MARCUS FLEMING 


Visiting Professor of Economics, Columbia University 


I 


INCE the war Britain has been encountering difficulties, of 

a persistent or persistently recurring kind, in paying her 

way in transactions with the outside world, or with par- 
ticular parts of it. Despite the recent remarkable recovery in 
the statistical balance of payments it would be rash to assume 
that the underlying problem has been entirely solved. 

To a considerable extent these difficulties have been due to 
factors beyond her control. The enormous expansion in world 
industrial production which has taken place during and since 
the war has tended to drive up the prices of the foodstuffs and 
raw materials which Britain buys relative to the prices of the 
manufactured goods which she sells. This tendency has been 
reinforced by the failure of primary production in many parts 
of the world to expand commensurately with industrial pro- 
duction. Export surpluses of foodstuffs in particular are no 
longer forthcoming in anything like the pre-war quantities 
from certain major suppliers, such as the Argentine, or Eastern 
Europe, where industrialization has been proceeding at a rapid 
pace. 

These adverse factors are of course felt by all industrial coun- 
tries but Britain has suffered from them more than most be- 
cause she is dependent on imports to meet such a high propor- 
tion of her requirements in primary products. The point of 
maximum disadvantage for the industrialized countries in their 
trade with the primary producers was reached in 1951, after 
the rearmament boom and the accompanying accumulation of 
inventories had driven up the demand for raw materials to an 
all-time high. Since then the trend of prices has been favorable 
to the industrial countries, a fact which is partly responsible for 
the easing of Britain’s payments position in 1952. 

Superimposed on these more general influences, certain cir- 
cumstances peculiar to Britain have tended to weaken her ex- 
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ternal position. Most important of these has been the abrupt 
decline in net foreign investment income, resulting, in the main, 
from the sales of foreign securities and the accumulation of 
sterling liabilities which took place during the war. After the 
war, net foreign investment income recovered to quite a sub- 
stantial extent, thanks to expanding yields from oil extraction 
and refining, and other equity investments, but since 1950 the 
ground regained has been more than lost, mainly on account of 
the seizure of the Abadan refinery, and the commencement of 
interest payments on post-war American debt. Between 1938 
and 1952, the decline in Britain’s real net foreign investment in- 
come was probably equivalent to some 20 per cent of pre-war 
imports. 

Certain changes in world demand have taken place in the 
post-war period, affecting the competitive position of the dif- 
ferent industrial countries. Britain, which sells a relatively high 
proportion of her exports to primary producing countries, has 
stood to benefit, more than most industrial countries, from the 
enhanced income and importing power which the primary pro- 
ducers have been enjoying, though some of her best markets, 
such as South Africa and Malaya, have suffered a loss in pur- 
chasing power from the decline in the price of gold, and to a 
lesser extent of rubber, relative to other commodities. 

Britain has lost ground to the United States in export markets 
since the war, on account of the switch in demand which has 
occurred in many importing countries away from consumer 
goods, in which Britain has been relatively specialized, toward 
capital goods, in which the United States has been relatively 
specialized; and also because of a remarkable increase in United 
States competitive efficiency, precisely in the sphere of consumer 
goods, which was previously not her strong point. On the 
other hand, in the early post-war years Britain benefited from 
the almost complete exclusion from world markets of two of 
her principal peacetime rivals, Germany and Japan. This gave 
British exports a fillip at a particularly critical time. In the 
last two years or so, however, Germany and Japan have begun 
to resume their former place in world markets, and the future 
prospects are that Britain will have to face competition, from 
Germany in capital goods, chemicals, and so on, and from Japan 
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in textiles and other consumer goods, more severe than any- 
thing experienced before the war. West Germany having been 
cut off from her former markets and sources of supply in East 
Germany and Eastern Europe generally, and Japan having been 
cut off from her former sources of supply and markets in Man- 
churia and China generally, both will be obliged to sell a much 
larger proportion of their industrial production and buy a 
much higher proportion of their foodstuffs and materials on 
world markets than before the war. This is bound to squeeze 
Britain, their most direct competitor as buyer and as seller. 


iI 


The adverse influences so far discussed have all been more or 
less inevitable and outside Britain’s control. Opinions will 
differ, however, as to whether she has not added to her diffi- 
culties by permitting an unnecessarily large volume of capital 
to be exported to certain countries. Capital has been exported 
in three main forms: first, the repayment of sterling liabilities, 
mostly incurred during the war, to India, Pakistan, Egypt and 
Palestine; second, the provision of money for European relief 
and reconstruction, under U.N.N.R.A., the occupation régime 
in Germany, bilateral agreements, the European Recovery Pro- 
gram, and so on; and third, private investment, mostly in the 
sterling area, and particularly in Australia, South Africa and 
the oil countries of the Middle East. The sterling area, as you 
know, is a group of countries, including most of the Common- 
wealth, except Canada, together with a few non-Common- 
wealth countries, which coiperate in their trade and payments 
policies vis-a-vis non-sterling countries and, with the exception 
of South Africa, hold the main part of their reserves in sterling. 
Capital exports to sterling area countries, unlike capital exports 
to other countries, are free from control in Britain. 

The effect of exporting capital in these various forms has 
been to provide the recipient countries with sterling, part of 
which has been spent directly or indirectly on additional im- 
ports from Britain, and part of which has been used, in effect, 
to purchase gold or dollars from Britain, to spend on imports 
from elsewhere. 

Probably the bulk of the funds provided has been spent on 
additional imports from Britain, but even these “ unrequited 
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exports” have probably involved some strain on the reserves, 
since, had they not been sold on credit, a proportion might pos- 
sibly have been exported elsewhere for cash especially in the 
sellers’ market of the first two or three post-war years. 

There can be little doubt that the sterling balances were al- 
lowed to run down too fast from 1946 to 1948 and that agree- 
ments with the holders of wartime accumulations were unduly 
delayed. These accumulations, however, were largely owned by 
very poor countries, several of which were starting out for the 
first time on an independent national existence. Being able to 
draw on their balances has greatly helped them to overcome the 
political and economic frictions of the transition period, in some 
cases to alleviate famine. The various payments to Europe can 
also be defended on grounds of helping to promote economic 
recovery and political stability in Western Europe at a critical 
time. As for the private investments in the sterling area, some, 
particularly those in oil extraction and refining, gold mining, 
and so on, have been very worth while from the standpoint of 
earning and saving dollars. Others are more difficult to justify, 
occurring as they did at a time when Britain herself was short 
of capital for her own reconstruction. 

In this connection, however, it is important to remember that 
the outward flow of funds of which I have been speaking has 
been more than offset by an inward flow from other countries 
or in different forms. The sterling area arrangements, which 
make Britain the central bank for a large and prosperous group 
of primary producing countries, have resulted in substantial ac- 
cumulations of sterling balances, particularly up to 1951, on 
the part of the Colonies and Australia. And, of course, very 
large sums have been borrowed and received in aid from the 
United States and Canada. 

Whatever may be said about the past, it is questionable 
whether, in the future, Britain, which is ceasing to be a recipient 
of economic aid on any large scale, will be able to continue ex- 
porting capital to the independent members of the Common- 
wealth at the net rate of some £200 million a year, with the 
dollar losses which this involves. It is therefore fortunate that 
this drain now seems to be drying up somewhat, partly because 
the holders of wartime accumulations are anxious to spin out 
the dissipation of their remaining balances and have entered 
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into agreements with Britain on the subject, partly because 
other holders of sterling are likely to hold on to their balances 
as external reserves or as currency backing, and partly because 
the more restrictive credit policies introduced in Britain since 
1951 have tended to discourage the export of private funds. 
Moreover, an attempt seems to be under way to steer United 
Kingdom capital exports, and indeed to steer the investment 
expenditure of sterling area countries in general, into channels 
where they will contribute more directly than in the past to 
solving the payments difficulties of the area. 


Now, all the influences I have mentioned as aggravating 
Britain’s payments problem—the disproportionate expansion of 
world industrial production as compared with primary produc- 
tion, the loss of foreign investment income, the drain of capital 
to the sterling area—would tend, in a free-trade world with 
flexible prices, to bring about a drastic decline in Britain’s terms 
of trade. In order to pay her way in foreign trade Britain 
would have had greatly to lower the price of her exports rela- 
tive to the price of her imports. In actual fact her terms 
of trade declined, between 1938 and 1952, by about 25 per 
cent, representing a loss in real national income of over 5 per 
cent. But this decline, steep as it is, is probably less than would 
be necessary to enable Britain to pay her way without abnormal 
measures of restriction. It is noteworthy in this connection 
that the terms of trade of the United States which has benefited 
from some of the trends which have worked adversely to Brit- 
ain have declined even more sharply than those of Britain. 

In order to protect her rate of exchange, and to prevent a 
decline of unpredictable magnitude in her terms of trade, Brit- 
ain has had resort to three types of measures. First, she has 
borrowed money and accepted grants from the United States 
and Canada. Second, she has restricted imports severely from 
the countries trading on a dollar basis. Third, she has entered 
into financial and commercial arrangements with other coun- 
tries designed to avoid or mitigate the restriction of their mu- 
tual trade. 


Financial assistance received by Britain in the post-war pe- 
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riod, in the form of dollar loans and grants, has amounted to 
some 18 per cent of total imports. Since Britain’s own current 
deficit has averaged under 8 per cent of total imports, the re- 
mainder, that is the greater part, has, in a sense, been passed on 
to non-dollar countries in the form of repayment of sterling 
balances, grants, foreign investment, and so on. 

The dollar aid received by Britain has, however, been worth 
more than its nominal value as it has been available to buy es- 
sential products, adequate supplies of which are obtainable only 
in the dollar area. The rate at which Britain has been obliged 
to draw on such dollar financing and on her own gold reserves 
has, of course, dwindled very considerably from over 4,000 
million dollars in 1947 to less than 900 million dollars in 1952, 
including drawings on defense aid amounting to some 380 mil- 
lion dollars. In the second half of 1952, indeed, an approxi- 
mate dollar balance was attained. 

Import restrictions, the second main line of defense employed 
to meet payments difficulties, though now less severe than early 
post-war years, have probably not dwindled to the same extent 
as financial aid. These restrictions have been applied partly 
through import licensing, and partly through public purchase, 
especially of foodstuffs and some raw materials. Britain’s im- 
ports from all sources have been cut by something like 17 per 
cent, in quantity, since 1937, in spite of an increase of over 20 
per cent in the gross national product. Imports from the dol- 
lar area have been cut more severely still in spite of the in- 
creased importance of that area as a source of supply. This 
testifies to a degree of restriction considerably greater than that 
of most European or sterling area countries. 

But why has Britain, given her payments difficulties, singled 
out dollar imports for specially severe restriction? The answer 
is that not only Britain but most of the countries of the world, 
outside the dollar area, for various reasons and with varying 
justification, possess exchange rates which, given their internal 
price levels, they can maintain only by means of import restric- 
tions. Under a régime of nondiscrimination all these countries 
would be restricting imports from each other as severely as from 
the dollar area. Such a situation presents obvious opportunities 
for a mutual relaxation of restrictions aimed at increasing mu- 
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tual trade without impairing the payments position of any of 
the countries involved. Britain has, at least since 1947, prac- 
ticed such a selective liberalization of trade. 

This has been done, in the first place, within the framework 
of the sterling area. Britain has felt able to import almost 
freely from sterling area countries because these countries were 
willing to hold sterling without limit and because, though tech- 
nically entitled to convert their sterling into dollars, they were 
unlikely to spend more than a small proportion of any addi- 
tional sterling receipts on imports from hard-currency coun- 
tries. Outside the area, liberalization has proceeded on a basis 
of restricted convertibility, under bilateral payments agree- 
ments or under the multi-member arrangement of the European 
Payments Union. Under the bilateral agreements, payments 
deficits were financed, up to a point, by running sterling bal- 
ances up and down, and this provided a framework favorable to 
expanding mutual trade as far as was consistent with a bilateral 
balancing of trade between the sterling area as a whole and the 
partner country. Under the European Payments Union, deficits 
vis-a-vis Western Europe as a whole are financed in part by 
running up and down credit and debt balances with the Union, 
and this also has provided a framework in which it has proved 
possible to organize a fairly substantial removal of restrictions 
on intra-European trade. 

From 1948 to 1951 Britain was, most of the time, relaxing 
or removing restrictions on private imports from non-dollar, 
non-sterling sources, until in 1951 about 90 per cent of this 
trade was free from control. That important part of her im- 
port trade, however, which has been conducted directly by the 
state, has probably always suffered from some measure of re- 
striction, even where the imports have been drawn from the 
sterling area—not in the sense that the purchasing departments 
have refused to take what supplies they could get, but in the 
sense that they have offered prices lower than those that would 
have obtained in a free domestic market. This has helped very 
considerably to slow down the deterioration in the terms of 
trade, but it has also been partly responsible for the compara- 
tive failure to expand non-dollar sources of supply of meat, 
dairy products, grain, and so on. 
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IV 


The expansion of mutual trade between “ soft-currency ” 
countries is sometimes criticized on the grounds that it has di- 
verted to soft-currency markets exports which might otherwise 
have been sold in the dollar area, and may, in this way, have 
curtailed the ability of Britain and other countries involved to 
purchase scarce dollar imports. Personally, I believe this factor 
to have been of minor importance over the post-war period as a 
whole. 

Another disadvantage of the system I have described lies in 
the fact that holders of sterling outside the sterling and dollar 
areas cannot legally convert their holdings into dollars. Not 
only is this damaging to the prestige of a currency with the his- 
tory and world-wide importance of sterling, but it has tended 
to reduce its use for transactions between the dollar area and 
the rest of the world, to the detriment of Britain’s commodity 
markets and re-export trade. 

In 1947 an attempt was made, in accordance with the pro- 
visions of the Anglo-American Loan Agreement, to restore an 
almost complete convertibility of sterling into other currencies 
including dollars. Its effect, unfortunately, was to make other 
countries intensify restrictions on imports from Britain in order 
to earn sterling convertible into dollars, and the attempt could 
hardly have succeeded without heavier restrictions on Britain’s 
part on imports from dollar and non-dollar areas alike, as well 
as earlier and more stringent “ blocking” of the wartime ac- 
cumulations of sterling. 

Even after the breakdown of this attempt at convertibility, 
Britain steadily encouraged the use of sterling for making pay- 
ments between non-dollar countries, wherever this could be 
done without undue loss of gold, and the volume of such trans- 
actions, which involve a partial convertibility of sterling, has 
been high. 

By participating in 1950 in the formation of the European 
Payments Union which superseded the previously existing bi- 
lateral arrangements in Western Europe, and by subscribing to 
the “ Liberalisation Code” of the Organization for European 
Economic Co-operation, Britain went over to a system of com- 
plete transferability in payments, and nondiscrimination in 
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trade, as far as its relations with Western Europe are concerned. 
In practice she has applied similar principles to her trade and 
payments with non-European countries, outside the dollar and 
sterling areas. Consequently, when in 1951-52 Britain was 
forced to restrict non-dollar imports severely to protect her re- 
serves, the restriction was applied indiscriminately to imports 
from all non-sterling countries. This has entailed some mutual 
restrictions of imports, as between Britain and countries which 
either are, like France, in debt to the E.P.U. or, like Latin 
America, Egypt, Spain and Japan, have become very short of 
sterling. 

In the last year or two, Britain and the other Commonwealth 
countries have shown a desire to speed up the process of restor- 
ing convertibility. In January of this year, the Commonwealth 
Prime Ministers agreed to seek the codperation of other coun- 
tries in a plan which was to include the restoration of the con- 
vertibility of sterling “ by progressive stages and within a rea- 
sonable time ”. 

What precise stages on the road to convertibility the British 
have in mind has not been disclosed. If the right to convert 
sterling were confined to countries outside the E.P.U. group, 
the amount of actual conversion might be very small and the 
effect on trade negligible, as many of these countries are already 
almost as short of sterling as of dollars. If, however, the right 
were extended to Western Europe, Britain would find herself, 
under the E.P.U. mechanism, lending to the Continent very 
large sums to finance the conversion of sterling into dollars. 
For these and other reasons it would probably be necessary for 
Britain to withdraw from the E.P.U., and the financial frame- 
work for her participation in the European liberalization pro- 
gram would be gone. Under these circumstances it is not sur- 
prising that many European countries should have taken alarm 
at the threat of a contraction of intra-European trade which 
they thought they saw in the British proposals. The Common- 
wealth Plan, however, far from contemplating a resumption of 
import restrictions, specifically envisages that international ac- 
tion should be taken “as circumstances permit” to reduce 
them, and notes that progress toward removing anti-dollar dis- 
crimination would depend on progress toward removing the 
world dollar shortage. Whatever may have been the original 
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intention, it now seems probable, from the decision taken to 
prolong the E.P.U. and other indications, that a common Eu- 
ropean approach toward convertibility may be worked out and 
that the freeing of payments will not be allowed to run too far 
ahead of the possibilities of freeing trade. 


V 


Now, the prospect of Britain and other European industrial 
countries being able to achieve such a program of freeing trade 
as well as payments vis-a-vis the dollar area depends partly on 
action taken on this side of the Atlantic to make more dollars 
available and partly on action taken on the other side of the 
Atlantic toward making European production more competi- 
tive with that of the United States, and toward restricting any 
excessive capital export to third countries. 

It is impossible to make any reliable quantitative estimate of 
the size of the “dollar gap” which remains to be bridged by 
these different sorts of action. The Economic Commission for 
Europe hazards a guess that, if Western Europe were to receive 
no economic aid, and were to remove all discriminatory controls 
against dollar goods, it might have a dollar deficiency—includ- 
ing some allowance for building up reserves—of the order of 4 
billion dollars.’ 

As far as action by the United States is concerned, the whole 
emphasis nowadays, both in statements from Europe, and in 
the reports of such bodies as the Public Advisory Board for 
Mutual Security,” the Committee for Economic Develop- 


1 Economic Survey of Europe Since the War, United Nations (Geneva, 
1953), p. 133. It is difficult to guess what Britain’s share in this “gap” might 
be. According to Europe—the Way Ahead, O.E.E.C., 1952, Table 6, Britain’s 
share in the total gold and dollar deficit of the Western European monetary 
areas from the end of 1949 to the middle of 1952 was only some 15-16 
per cent, after account is taken of gold and dollar earnings from the sterling 
area. But Britain’s dollar imports, at present more severely restricted than 
for most Western European countries, constitute some 20 per cent of those of 
Western Europe. Moreover, Britain has much more to lose than other 
O.E.E.C. countries from the cessation of anti-dollar discrimination on the 
part of overseas members of European monetary areas, which would naturally 
follow from the disappearance of import restrictions in the metropolitan 
countries themselves. 


2A Trade and Tariff Policy in the National Interest, Public Advisory 
Board for Mutual Security (Washington, 1953). 


[283] 


24 INTERNATIONAL ECONOMIC OUTLOOK [VoLt. XXV 


ment,’ and so on, in this country, is on the possibility of ad- 
mitting imports more freely into the American market, of re- 
ducing shipping subsidies, and of expanding financial assistance 
for the development of the economically backward countries of 
the world rather than on a continuance of economic aid to Eu- 
rope itself. I should not care to guess how far any practicable 
action on these lines would be likely to go in bridging Europe’s 
dollar gap. One has to bear in mind that 4 billion dollars—to 
repeat this sacred figure—is equal to about one third of total 
United States imports, about twice the amount currently im- 
ported from Europe, and not far short of twice the current 
flow of United States capital, private and public, including 
grants, to areas other than Western Europe. 


VI 


Turning, now, to what Britain and other European countries 
can do to help bridge the gap, I have already mentioned the 
possibility that the capital exports from Britain, with the in- 
direct dollar losses involved, may be somewhat smaller in the 
future, unless, indeed, there is a slump in primary product 


prices, in which case the sterling balances will be heavily drawn 
upon. 

Another favorable factor which particularly applies to Brit- 
ain is the possibility that the effects of the 1949 devaluation 
may not yet have fully worked themselves out. In 1952 the 
price level of British exports, relative to that of United States 
manufactured exports, was still some 14 per cent lower than in 
1948 and some 10 per cent lower than in 1938. Through 1951 
and part of 1952 the overloading of the capital goods indus- 
tries, resulting from rearmament, hampered them in obtaining 
and fulfilling export orders, though their prices were competi- 
tive, and, now that the strain has relaxed, some substitution of 
British for United States products in third markets may pos- 
sibly take place. The outlook for Continental exporters is 
probably less favorable. 

Given reasonably forthcoming policies on the part of the 
United States in maintaining the flow of imports and foreign 


3 Britain’s Economic Problem and Its Meaning for America, Committee 
for Economic Development (New York, 1953). 
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investment, it is, therefore, quite conceivable, particularly in 
Britain’s case, that the dollar gap might be gradually eliminated 
without the necessity for any specific additional steps to bring 
about substantial cost reductions in terms of dollars. 

Should such cost reductions be considered necessary, however, 
they would presumably be attempted either through internal 
deflation to bring down domestic prices, or through exchange 
rate adjustment. 

Deflation can, of course, be used to rectify a balance-of-pay- 
ments deficit not only by bringing down prices but by curtail- 
ing production, employment, and the demand for imports. But 
of all the methods of improving the balance of payments this is 
surely the most wasteful and uneconomic. While some of the 
Continental countries have shown themselves tolerant of high 
levels of unemployment, all British governments since the war 
have adhered to a policy of full or high employment, subject to 
minor variations in interpretation. 

There have, it is true, been periods when demand in Britain 
was excessive, either generally or over a large sector of industry, 
giving rise to shortages and delayed deliveries, and when it 
was possible, by curtailing demand, to improve the balance of 
payments with negligible effects on employment. Until 1951, 
the measures used to curb this excess demand—mainly fis- 
cal measures and physical controls—though effective enough, 
were so only after a certain lapse of time. In the autumn of 
that year, however, the need for a swifter and more flexible 
instrument for controlling demand was supplied by the resump- 
tion of the pre-war policy of varying bank rate and influencing 
effectively the volume of bank credit. At present, there is 
probably a deficiency rather than an excess of demand over 
most sectors of the British economy. 

As long as full employment is preserved, the best that can be 
hoped of prices is that they will not rise too fast. Between 
1948 and 1950, it is true, thanks partly to price controls but 
mainly to the organized self-restraint of both labor unions and 
employers, the price level of British output, despite full employ- 
ment, rose by less than 2 per cent per annum. And even the 
steep increases which have subsequently taken place have been 
due, not to full employment, but to the attempt of the wage- 
earners to overtake the rising cost of living, driven up by the 
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rise in import prices. But though full employment does not 
necessarily mean that prices must soar, it certainly does mean 
that they cannot significantly fall. 


Vil 


If, therefore, it should turn out that a substantial reduction 
in the cost levels of the United Kingdom and of other European 
countries is indispensable to the solution of the dollar problem 
—and I repeat that it would be premature to arrive at any such 
conclusion at this stage—it is difficult to see how else such a re- 
duction could be brought about than by an adjustment of ex- 
change rates. 

The trouble about this sort of solution is that a gradual ad- 
justment in exchange rates would be likely to destroy confi- 
dence in the currency as long as it continued and thus to in- 
tensify the payments difficulties it was designed to relieve, while 
a sudden adjustment might involve too steep a decline in the 
terms of trade and in real wages and might also stimulate in- 
flationary developments in the countries concerned. 

This raises the question: how steep a deterioration in the 
terms of trade might Europe have to endure in order to earn 
and save a given amount of extra dollars? No doubt a cheap- 
ening of European exports would permit an expansion of direct 
dollar earnings in the United States. The steep devaluation of 
1949 had no doubt much to do with the increase of 50 per cent 
from 1948 to 1952 in the proportion of United States national 
income spent on imports from Western Europe. But even this 
is equivalent to only some 600 million dollars. Only about 12 
per cent of Western Europe’s exports go to the United States. 
Much would therefore depend on the effect of devaluation on 
Europe’s power to earn dollars in third countries, chiefly the 
primary producing areas of the world. Here it is difficult to be 
optimistic. The proportionate response of sales to price reduc- 
tions may be less in these areas where European products al- 
ready occupy a large share of the market than in the United 
States where their role is marginal. Moreover, a number of 
these primary producing countries, particularly members of 
European currency areas, which have hitherto been discriminat- 
ing in favor of European exports as against American, would 
cease to discriminate as European exports became more com- 
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petitive, rather than spend their own dollar earnings in Europe. 
It is, no doubt, partly for this reason that the share of imports 
from the United States in the total value of manufactured 
goods imported by primary producing countries has shown no 
decline since the first half of 1949, despite the devaluations 
which occurred in the second half of that year. Finally, it is 
likely that any decline in Europe’s price and income level ex- 
pressed in dollars would entail some decline in the dollar prices 
of primary products all over the world and make serious in- 
roads on the dollar earnings of countries like Malaya and West 
Africa from which Europe—or at any rate Britain—would 
normally expect to earn dollars. 

One of the chief effects of adjusting European cost levels 
might well be to reduce the influx of American products into 
Europe itself which would otherwise result from the removal of 
trade restrictions against such imports. 

Taking these various considerations into account, it seems to 
me likely that if, in order to abolish import restrictions, Europe 
had to close 2 4,000 million dollar gap, and it had to close it 
entirely by means of new cost reductions, the deterioration in 
the combined Western European terms of trade that would be 
involved might well be of the order of, say, 10 to 15%, which 
is about two thirds of that actually experienced between the 
first half of 1949 and the first half of 1951.4 This deterioration 
would be expressed in the form of a rise in import prices, and 
clearly might set off a chain reaction in the form of rising wages 
and prices similar to that which occurred after Korea. In such 
circumstances it is surely open to question whether it might not 
be better to leave the dollar problem unsolved for the time 
being rather than to undergo the strains and stresses of such an 
adjustment. 

41 am assuming (a) an elasticity of United States demand for imports 
from Europe of 2%, (b) an elasticity of demand for imports from Europe 
into countries other than the United States of 1%4, (c) an elasticity of 
European demand for imports from the United States of 1%, (d) an elas- 
ticity of European demand for imports from non-European countries other 
than the United States of %, (e) that European export prices will rise by 
an amount equal to one quarter of the general reduction in the dollar 
equivalent of European costs and incomes, and (f) that the price level of 
European imports from non-European countries other than the United States 
will fall, in dollar terms, by an amount equal to half of Europe’s cost 
depreciation. 
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Circumstances, however, alter cases. If world commodity 
prices happened to be falling at the time when the exchange 
rate adjustment was made, as, for example, in 1931, then the 
danger of inflationary repercussions might be negligible. But 
this is scarcely likely to be the case, save in the event of a busi- 
ness recession in the United States, and the effect of such an 
event on the dollar position of Europe would be so adverse that, 
whatever might happen to exchange rates, there could no 
longer be any hope of relaxing or removing restrictions on dol- 
lar trade and payments. 

My conclusions on this matter are as follows. First, the more 
that is done on this side of the Atlantic to expand the world’s 
supply of dollars, the easier it will be for Britain and Europe to 
dismantle restrictions on dollar imports and to achieve con- 
vertibility. Second, Britain, at least, can probably improve her 
dollar position substantially without surgical operations on her 
cost level. Third, if surgical operations on Europe’s cost level 
should be a precondition of removing import restrictions, the 
question then arises whether the game is worth the candle. 
And fourth, as long as the restrictions on dollar imports con- 


tinue to be necessary, it will be wise to do nothing that will 
prematurely destroy those arrangements which, with all their 
faults, have enabled trade to flow with relative freedom over 
the greater part of the world. 


Vill 


I should not like to leave the subject of Britain’s balance of 
payments without mentioning its marked character of instabil- 
ity, as evidenced by the large year-to-year fluctuations in the 
dollar deficit. These have at times excited undue hopes, at 
others undue fears. They have been remarkably regular. All 
the odd years since the war have shown heavy deficits—all the 
even years lighter deficits or surpluses. 

To a certain extent—especially from 1947 to 1950—these 
ups and downs have been responsive to fluctuations in United 
States imports, impinging on the United Kingdom directly as 
an exporter, and indirectly, and more importantly, as the 
banker of the primary producing sterling area. 

But the more important cause of instability lies nearer home 
and finds expression in fluctuations in imports from the dollar 
area and other parts of the non-sterling world. Here again, 
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and more surprisingly than in the case of exports, there is a cer- 
tain synchronization between the ups and downs of imports in 
the United Kingdom and those in the rest of the sterling area, 
so that they tend to reinforce each other in their effects on the 
central reserves. The basic factor at work here, I suggest, is 
the delayed response of import-restriction policy, and also, to 
some extent, of internal financial policy, to the balance-of-pay- 
ments situation of the previous year. After the sterling area as 
a whole has had a bad year, all its members are frightened into 
observing a common policy of intensifying import restrictions, 
in defense of the common reserves. After a good year, how- 
ever, such resolutions tend to evaporate in a spirit of ““ Damn 
braces. Bless relaxes.” 

These cycles and crises have less importance than is sometimes 
thought. For if their main cause lies in the tendency of import 
policy to overcompensate its previous errors, their main effect 
consists in the fluctuation of inventories, which enables the 
home economy to proceed on a relatively even keel despite the 
ups and downs of imports. Nevertheless, it would be desirable, 
if possible, either to reduce the amplitude of these payments 
oscillations or to deprive them of their disturbing effects. The 
main hope of the former lies in inducing the independent mem- 
bers of the sterling area to attempt a tighter and more con- 
tinuous form of joint programing of imports, possibly a closer 
codrdination of internal financial policy. The main hope of the 
latter lies in increasing the central reserves of the area so that 
the swings of payments can be absorbed without the necessity 
of having recourse to crisis measures of import restriction, and 
sO on. 

By any criterion these reserves are far too small, representing 
as they do only some 6 per cent of the trade turnover of the 
area as against 28 per cent before the war, and only 19 per cent 
of Britain’s sterling liabilities as against 103 per cent before the 
war.’ There are many ways by which they might be increased 
by measures of international codperation. If, however, they 
have to be gradually accumulated “ the hard way ”, as a result 
of payments surpluses over a period of years, this cannot but 
postpone the day when restrictions on trade and payments can 
safely be dispensed with. 


51952 compared with 1938. 
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REMARKS 


CHAIRMAN MALONE: Thank you, very much, Professor Fleming! 

Our last paper is ‘““ An Appraisal of Point Four”. I am sure that 
our visitors from the United States in 1880 would need to have this 
explained to them, and there are a good many of us who need to have 
it explained to us, I suspect, high as is the level of knowledge and in- 
telligence in this group. Since this is in many ways the most novel 
and most controversial part of the aid program, it calls for constant 
appraisal and reappraisal and, if I may say so, this should be out of 
the political atmosphere. 

Mr. Hayes, who is going to discuss this topic, is connected with the 
Mutual Security Agency, and he has commented on the fact that that 
is not now under the State Department of the United States. But he 


was formerly with the State Department, and just to add to the 
gaiety of the occasion, I will say that he also was once a professor. 

I have not read this paper. This is an unrehearsed program, and I 
don’t know how the balance sheet of good and evil and gain and loss 
is going to look; but we are going to get a frank appraisal, and that 
is the only kind of appraisal that could do anybody any good. I am 
glad to introduce Mr. Samuel Hayes, Jr. 
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AN APPRAISAL OF POINT FOUR 


SAMUEL P. HAYES, JR.* 
Assistant Director for the Far East, Mutual Security Agency 


Y task today is a difficult one—in some respects an im- 
possible one. I have been asked to make an appraisal 
of Point Four. This is a good deal like asking a man 

swimming the English Channel to stop after he has gone ten or 
fifteen yards and appraise his progress. Let his goggles be 
covered with salt spray, and he would feel much as I do today! 

The difficulty is, Point Four has only just begun. True, it is 
more than four years since former President Truman declared 
that ‘““ We must embark on a bold new program for making the 
benefits of our scientific advances and industrial progress avail- 
able for the improvement and growth of underdeveloped areas.” 
A year and a half later, the Congress passed the Act for Inter- 
national Development, in June 1950. Time was then required 
to obtain appropriations, to reach agreement with the govern- 
ments of the nations where this cooperative program was to be 
undertaken, and to get numerous technical experts and sub- 
stantial supplies and equipment to the field. Thus, it was only 
about the middle of 1951 or even early 1952, in some countries, 
that Point Four was actually in operation in terms of new 
equipment and experts on the ground. 

Before attempting to evaluate what has taken place in this 
period of one to two years of Point Four, let us make some 
necessary distinctions. The objective of Point Four is an in- 
crease in production and an improvement in living and work- 
ing conditions in the two thirds of the free world comprising 
Latin America, non-Communist Asia, and most of Africa. The 
activities of the United States government that serve that ob- 
jective are several—including loans, treaties, trade policy and 
commodity agreements, as well as aid programs. In speaking of 
Point Four today, I will include all grant aid programs of tech- 

* The views expressed herein are the personal views of the speaker and 
do not necessarily represent the policies of the United States government 


or of the Mutual Security Agency. 
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nical and economic assistance to the development of under- 
developed areas, thus including certain of the activities of the 
Mutual Security Agency as well as all activities of the Technical 
Cooperative Administration, which operates under the authority 
of the Act for International Development. 

Of course, the various activities carried on under Point Four 
comprise a part only of the many important factors that can 
contribute to or can prevent increased production and improved 
living and working conditions. These factors include: first, 
developments within each codperating country; second, the re- 
lationships of those countries with intergovernmental organiza- 
tions and with countries other than the United States; and, 
third, all the relationships of those countries with the United 
States, both on a private and on a governmental level. 

Most of the governments of these countries have declared 
their interest in promoting increased production and improved 
living and working conditions of their own people, although 
some of their governmental policies and actions do not always 
serve this interest. The intergovernmental organizations, in- 
cluding the United Nations system, the Organization of Ameri- 
can States and its affiliated agencies, and the Colombo Plan or- 
ganization, are in general dedicated to the same objectives. So 
are the colonial Powers, with respect to the overseas territories 
for which they are responsible and to the development of which 
they contribute, and have for many years contributed, techni- 
cal and administrative services and substantial capital develop- 
ment funds. 

The United States part in this free-world effort is an impor- 
tant one but, obviously, only one part. In many countries, it 
is only a small part. What the other external agencies do in 
any one country may far outweigh what the United States does. 
What the country’s government itself does will certainly far 
outweigh anything the United States is prepared to do, or will 
be asked to do. This is merely another way of saying that 
Point Four is not a shouldering of the responsibility to bring 
about economic and social progress throughout the under- 
developed areas of the world, and its success cannot be meas- 
ured by the economic and social development directly resulting 
from the limited number and scope of projects to which it con- 
tributes personnel, supplies and equipment. It is, on the con- 
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trary, an activating and catalytic agent, the success of which 
can be measured only by the governmental and private actions 
that result indirectly from its stimulation. As so many other 
stimuli also affect the behavior of individuals and governments, 
the task of appraising Point Four is considerable, and any ap- 
praisal must be stated in the most tentative terms. 

I should like to develop this point a little further, not because 
its logic needs spelling out, but because it will help to explain 
what has recently been happening in the underdeveloped areas 
of the world. This will also help in distinguishing two quite 
separate aspects of Point Four, namely, the economic aspect and 
what, for lack of a better term, might be called the “ personal ” 
aspect. 

The United States has many kinds of relationships with 
underdeveloped areas. There are the private business relation- 
ships involved in private trade and investment. There are the 
private cultural relationships involved in tourism, foreign study 
and research, religious activities, the flow of books, magazines, 
works of art, artists, the radio, and so on. And there are the 
governmental relationships involved in diplomacy, information 
activities, government-financed exchanges of persons, govern- 
ment trade in commodities, treaties governing trade and invest- 
ment, loans, and grants for economic and technical codperation 
activities, including Point Four. Some of these relationships are 
economic, some personal, some both. 

The directly economic aspect of Point Four is small, in rela- 
tion to the total economic relationship of the United States with 
underdeveloped areas. In demonstrating this, I shall use Point 
Four appropriations for the fiscal year 1952 (ended June 30, 
1952), and compare them with other statistics for the calendar 
year 1952, thus allowing an average six months’ lag between 
appropriations of funds and their economic impact. 

For the fiscal year 1952, the Congress appropriated $476 mil- 
lions for all economic and technical assistance in underdeveloped 
areas. This includes $240 millions for technical codperation and 
development activities in underdeveloped areas carried on by the 
Technical Cooperation Administration and $224 millions for 
the Mutual Security Agency, as well as the United States con- 
tribution of $12.4 millions to the expanded technical assistance 
programs of the United Nations and the specialized agencies 
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and of the Organization of American States. We will assume a 
minimum lag in putting this money to work, and therefore as- 
sume that these funds resulted in people and things reaching 
the underdeveloped areas during calendar year 1952. 

What other economic relationships with the United States 
result in economic development in the underdeveloped areas? 
There are four of importance. First, there are United States 
governmental loans, which generally are made by the Export- 
Import Bank. Second, there is investment by private business. 
Third, there are loans by the International Bank for Recon- 
struction and Development which, while an intergovernmental 
rather than a United States institution, obtained most of its 
loan funds in the period in question by borrowing on the pri- 
vate United States money market, and hence may be considered 
to have been transferring private United States resources for 
development abroad. And fourth, there is trade in com- 
modities (either private or governmental trade), through which 
underdeveloped countries can exchange their own products for 
goods and services needed for consumption and for development. 

How large were the economic magnitudes involved in these 
relationships in calendar year 1952? 

First, net new expenditures—funds actually expended rather 
than credits announced—made under Export-Import Bank loans 
to underdeveloped areas totaled $114 millions in calendar 1952. 
Second, net new direct investment by private business in these 
areas probably ranged between $260 and $280 millions. Third, 
net new expenditures under IBRD loans in these areas totaled 
$115 millions. Together, these three figures add to about $500 
millions, all of which represents additions to the resources of 
underdeveloped areas. You will note that this is about equal 
to the grant aid of $476 millions made available by the United 
States for all technical codperation and economic development 
activities in these areas. 

Finally, and most important, the United States bought di- 
rectly from the underdeveloped areas some $5.7 billions’ worth 
of commodities and services in calendar year 1952. What is 
most important in this connection, however, is not the absolute 
amount of dollars earned in 1952, but rather the large varia- 
tions in dollar earnings. In 1949, the comparable figure was 
$3.8 billions. Thus, in 1952 the underdeveloped areas were 


[294] 


No. 3] POINT FOUR 35 


able to spend nearly $2 billions more for imports than they had 
been able to spend in 1949, a difference four times as great as 
the total TCA-MSA program in fiscal year 1952, and twice as 
great as the total of all United States grant aid, loans and new 
private investment. 

So much for the economic, the merely economic, aspect of 
Point Four. What about the other aspect of Point Four, the 
“* personal ” aspect? 

The key to the whole Point Four philosophy and operation is 
its impact on persons. It is not because of the physical results 
of Point Four projects that they are undertaken. Under Point 
Four auspices, fields are not fertilized, or contour-plowed, or 
irrigated, for the food those fields will produce; DDT is not 
sprayed for the purpose of killing a few mosquitoes; schools are 
not built, equipped and manned for the pupils they will gradu- 
ate. Point Four projects are undertaken in order to change be- 
havior; to demonstrate to many farmers what one farmer can 
do with fertilizer, contour plowing, or irrigation; to train 
malaria control teams and show whole public health services 
how they themselves can rid their countries of malaria; to 
get improved curricula, audio-visual materials and teaching 
methods introduced throughout a whole educational system. 

Improved techniques, better tools, and more productive 
strains of plants and animals are widely available. What needs 
to be done is to get entire peoples to take advantage of them. 
This is an educational job. It may require little in the way of 
added economic resources. It requires much in the way of be- 
havior change. 

Because Point Four typically operates through education, 
training, demonstration, and pilot-plant operation, the resources 
of Point Four can take advantage of a multiplier—the spread- 
ing to many of what Point Four can bring directly to 
only a few. Thus, limited funds and personnel may bring 
about substantial results. There is another and more impor- 
tant reason for this approach through persons and demon- 
stration, however. The only economic development that is 
really sound is that which is based on indigenous resources, 
motivated by the desires of the people concerned, and organized 
and led in ways that arise out of the nation’s own society and 
culture. Unless a government and its people really want to 
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move ahead, and unless they are willing to make the changes in 
their own behavior that are necessary to permit them to move 
ahead, nothing that an outside influence like Point Four can do 
will make much contribution to their economic and social 
progress. 

A second kind of multiplier, sometimes overlapping with the 
first, found in MSA and sometimes in TCA programs, appears in 
those projects that are designed to break bottlenecks, to remove 
barriers (other than lack of technical skill) , or to lay foundations 
for future progress. There are many examples in the field of 
transportation, which is frequently a bottleneck slowing down 
economic activity. Building roads and bridges, improving ports 
and airfields, building railroads, and dredging channels have 
been done in many countries. Making industrial and agricul- 
tural credit more easily available, through development banks, 
rural supervised credit, and credit codperatives, is another ac- 
tivity with this kind of multiplier effect. Research on new prod- 
ucts and new processes, and exploratory geological surveys are 
also in this category. 

A third type of multiplier, and one that is sometimes even 
more important than the changing of technology, attitudes and 
habits, or the breaking of bottlenecks, is seen in action when a 
foreign technical adviser recommends a change in legislation, or 
in governmental organization or administration, that is accepted 
and put into effect. A change in tax structure or tax adminis- 
tration may have a tremendous impact on investment and pro- 
duction. So may a change in land tenure. So may a change 
in fiscal policy, or in the availability of advice on family plan- 
ning, or in the introduction of the merit system into the civil 
service, and so on. The influence on economic development of 
only a few advisers, without any equipment or supplies requir- 
ing financial support, may revolutionize an economic and social 
system. 

Because these multipliers make it possible for individual ex- 
perts to have great influence on economic and social develop- 
ment, and because Point Four concentrates its efforts in those 
kinds of activity where there is a large multiplier, it is obvious 
that the personal aspect of Point Four is much more important 
than the economic aspect. It is people who are being relied 
upon to bring about the great changes that are needed. Some- 
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times they need financing for the supplies and equipment with 
which they can demonstrate how to put their advice to work. 
Sometimes they need none. 

One must look for the results of Point Four, then, and make 
one’s appraisal, in terms of the organizational changes, the legis- 
lative and administrative changes, the attitude and habit 
changes, and the new ways of doing things that result from 
Point Four, vot in terms of the amounts of physical resources 
introduced into the economy from outside. 

This has been a rather long introduction. But it is necessary 
to be clear about what one is trying to do before one attempts 
to evaluate it. If, instead of trying to swim the Channel one- 
self, one is teaching a lot of other people how to swim it, one’s 
appraisal of results comes out somewhat differently. 

Many specific accomplishments can be chalked up for Point 
Four, even in the brief period of one or two years during which 
its personnel and materials have been in the field. Demonstra- 
tion village developments and community schools have begun 
operations in the Near East, in India and Pakistan, and in the 
Philippines. Artificial and natural fertilizer demonstrations 
have taken place in many of the underdeveloped areas. Im- 
proved poultry and livestock have been introduced to upgrade 
local strains. Schools for agricultural workers, vocational 
teachers, para-medical personnel, and civil servants have been 
started or improved. Pilot plants for village industries have 
been built and operated. Advanced training of professional 
workers and government officials has been provided in the 
United States and other countries. Agricultural and public 
health extension services have been expanded and improved. 
Highways have been built and training has been given in mod- 
ern construction and maintenance methods. Fishing methods 
have been improved, and boats and equipment modernized on 
a demonstration basis: ports, airfields, railroads and telecom- 
munication systems have been built, extended or modernized, 
and their employees and officials have been trained in modern 
methods of operation. Industrial development banks have been 
started, rural farm credit and codperative credit systems started 
or extended and financed. Moreover, a number of significant 
changes in legislation or administration have been adopted on 


the advice of American experts, some of these changes having 
far-reaching effects. 
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It is difficult to add these all up. In number and variety, 
they make a long list. Their eventual cumulative effect, given 
the action of their multipliers, will unquestionably be great. To 
date their impact on development is, however, probably small. 
Just as the economic aspect of Point Four is overshadowed by 
other economic factors, so also the specific personal accomplish- 
ments of Point Four technical experts must be admitted to be 
overshadowed by the other changes taking place in each under- 
developed country. This was to be expected. The problems of 
the underdeveloped areas are immense. The number and scope 
of the problems that Point Four is asked to tackle, and the num- 
ber and scope of those that Point Four has the financial and 
personnel resources to tackle, are not nearly so large. 

Moreover, any change that involves the skills, the habits, the 
attitudes, the organization and the culture of a people is by its 
very nature slow. When former Under Secretary Webb pre- 
sented the Point Four program before a Congressional commit- 
tee in 1950, he was asked how long a program was envisioned. 
He replied that it was a long-run program, that it might take 
fifty years. Viewed in this perspective, Point Four has accom- 
plished much in its short life—but I would rather be asked to 
appraise its social and economic impact twenty years from now, 
instead of today. 

The Point Four program has already had, however, results of 
a somewhat different but nevertheless important kind. So far, 
these results have, in my opinion, far outweighed any impact on 
social and economic development. These results are political 
and, indirectly, military. The announcement and widespread 
publicity given the Point Four program and, much more im- 
portant, the actual arrival abroad of hundreds of American ad- 
ministrative and technical personnel have had a marked political 
impact. This concrete evidence of American concern for the 
intimate problems of other countries has brought home to mil- 
lions of people around the world that they are a part of some- 
thing much larger than their communities, their provinces, or 
even their nations. They are waking up to the fact that others 
have an interest in them, and they are beginning to have an in- 
terest in others. 

The change in attitudes is particularly noticeable among 
those government officials and other professional workers who 
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come into regular contact with the American Point Four per- 
sonnel. A mutual understanding and confidence grow out of 
their close working relationships. As the sincerity and compe- 
tence of American personnel make themselves felt, the natural 
suspicion of foreigners and understandable occasional resent- 
ment at foreign advice disappear. The broad face of contact 
between Americans and nationals of underdeveloped areas, 
broader and of a different character than that brought about 
by diplomats, business men, students and tourists, is of the ut- 
most political importance, both for the formulation of current 
policy (in which “ working level” civil servants participate) 
and for the future, when many of the country’s leaders may 
come from among these very civil servants. As they partici- 
pate in the Point Four program, and in activities related to it, 
government officials widen and deepen their acquaintance with 
representatives of other nations at regional conferences, inter- 
national seminars, and while working on common or joint de- 
velopment problems. This working together on practical eco- 
nomic and social development problems, where both countries 
have a common interest in a constructive solution, helps build 
mutual understanding and trust that are of the greatest impor- 
tance for international codperation when this is needed to solve 
political problems. 

In addition to a quickening of interest in international af- 
fairs, the people of the underdeveloped areas are impressed by 
what their own governments are trying to do for them, some- 
times with American codperation, sometimes entirely separately. 
Because governments play an even greater role in under- 
developed areas than elsewhere, much of the technical assistance 
program of the United States, as of the United Nations, is con- 
cerned directly or indirectly with improving public adminis- 
tration. 

The deepening interest of governments in the problems of 
their people is of key importance for the political future of the 
free world. These people begin to have hope for a better life, 
one that they can attain by their own efforts, with some as- 
sistance from their governments. This becomes a practical 
alternative to communism, which is rarely attractive for its own 
sake but sometimes appeals by its promises of better living and 
working conditions, promises whose illusory nature may take a 
while to reveal itself. 
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Finally, although Point Four is strictly nonmilitary in char- 
acter and inspiration, it probably has had, curiously enough, 
some indirect military effect. To the extent that Point Four 
has helped achieve some economic and social development al- 
ready, and this is not very much yet, it has helped strengthen 
the economic and social base on which any military establish- 
ment is based. A healthy and well-fed people, literate and 
skilled manpower, improved transportation facilities, reduced 
dependence on imports, effective government services, all of 
these are necessary for the most effective military strength. 
Moreover, to the extent that Point Four has relieved national 
budgets, and this too is still relatively unimportant, it has per- 
mitted expenditures for military purposes that might not other- 
wise have been possible. In this connection, note that among 
the countries receiving the most Point Four aid is one that, while 
declaring itself neutral in the conflict between the free world 
and the Communist bloc, devotes nearly half its budget to mili- 
tary expenditures. 

The result of Point Four that is likely to make the greatest 
early contribution to military strength is, however, probably 
neither economic nor budgetary, but rather is the political factor 
mentioned earlier. It is the greater cohesion and better morale 
of the peoples of the free world, who feel they have more in 
common and more to live for, and who see in Point Four ac- 


tivities an earnest of their and our common goals and common 
resolve. 


If I may summarize, then: 

1) The impact of Point Four on the economies of under- 
developed areas is so far relatively minor, particularly when 
compared with the magnitude of trade between the under- 
developed areas and the United States. 

2) The personal aspect of Point Four is potentially very im- 
portant, not so much because of its actual size as because of the 
multipliers involved in the kinds of projects undertaken; its 
effects are, however, only beginning to appear in the year or 
two of Point Four activity so far. 

3) It may be that the most substantial effects of Point Four 
to date have been political, with even some contribution to 
military strength through heightened morale. 
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If these have been the results of Point Four to date, and if 
greater results, both economic and political, in the under- 
developed areas are a high priority objective of the United 
States, as of the other members of the United Nations, what 
further could the United States do to serve this objective? In- 
stead of examining the pros and cons of each action which 
might be taken by the United States, I will simply summarize 
the major proposals that seem to have most promise: 

1) The United States might devote much larger grant funds 
for the development of underdeveloped areas. Some two weeks 
ago, on April 16, President Eisenhower expressed the readiness 
of his new Administration to ask the American people “ to join 
with all nations in devoting a substantial percentage of the sav- 
ings achieved by disarmament to a fund for world aid and re- 
construction.” This commitment went considerably further 
than the similar suggestion made by former President Truman in 
speeches to the General Assembly of the United Nations, in 
October 1950 and November 1951. 

Many important things in the underdeveloped areas could be 
done with increased funds, of course. Before making huge 
amounts available, however, one should realize that the amounts 
that can be usefully and effectively utilized in this way are no- 
where near as large as the amounts sometimes mentioned by 
enthusiasts. Lack of funds is only one of many barriers to eco- 
nomic and social development. For example, there is in nearly 
all underdeveloped areas a critical lack of trained technical and 
managerial personnel, even for projects that can today find fi- 
nancing. This shortage will take years to overcome, and only 
a small part of the shortage can be filled by technical personnel 
from other countries, including the United States. 

Other serious barriers to a rapid stepping up of the pace of 
economic and social development are: lack of basic surveys and 
detailed plans, and of skilled engineers to make them; lack of 
organizations, either private or governmental, able to make 
plans and undertake new developmental projects; the difficulty 
of controlling the inflationary pressures generated by acceler- 
ated investment; the unwillingness of some governments to 
allow outside agencies and persons to acquire too great an influ- 
ence over their internal affairs, or over the affairs of their non- 
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self-governing territories—and it should be remembered that 
great parts of the underdeveloped areas are not fully self-gov- 
erning. Still other barriers are the opposition of powerful 
groups within countries to economic or social changes which, 
though necessary for or involved in the progress of their coun- 
tries, are looked upon as adverse to their interests. Moreover, 
the trade barriers of the United States and other countries are 
also barriers to economic development. 

Finally, there is a possibility that the availability of grant funds 
for development may, as Grésham’s law applied to investment 
would suggest, simply replace much of the international flow of 
public loans and private investment now taking place, and 
thereby result in a much smaller increase in total investment 
than would be indicated by the amount of grant funds ex- 
pended. (This does not imply that the grant funds presently 
being used by government agencies for development work com- 
pete with private capital. Quite the contrary, they prepare the 
way for private capital investment. A very large increase in 
grant funds, however, would be likely so to compete.) 

We have faced all of these barriers, in varying degrees in dif- 
ferent countries, during the administration of the MSA and 
TCA programs. In some countries, these barriers have made it 
impossible to utilize effectively even the limited grant funds so 
far made available. We have therefore carried unused funds 
over from one year to the next, thus reducing the amounts re- 
quested from the Congress during the following year. 

My own estimate, and I stress its personal nature, although it 
is backed up by a recent UN study, is that—outside of the 
U.S.S.R., Eastern Europe and mainland China—it would be pos- 
sible in the first five years of a world development program 
to utilize effectively at most some $2 billion a year, a figure 
far below those sometimes suggested. The amounts usable in 
the U.S.S.R., Eastern Europe and mainland China are probably 
considerably greater, because of the availability of technical 
personnel and experienced, disciplined government action agen- 
cies; but a number of the barriers mentioned above might be 
present in those countries also, particularly the unwillingness to 
have an international agency send its own personnel to advise 
on all projects and check on all expenditures. 
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2) Besides increasing its grant aid for Point Four activities di- 
rectly, the United States might take new measures to encourage 
the flow of private capital investment, such measures as special 
tax concessions, broadening of the risks covered by MSA guar- 
antees, and association of government capital with private cap- 
ital in equity investment, perhaps through the mechanism of 
the International Finance Corporation proposed by the Inter- 
national Development Advisory Board when Mr. Nelson 
Rockefeller was its Chairman. Parenthetically, it might be 
pointed out that the actions that would probably be most ef- 
fective in expanding the international flow of private capital 
are actions that must be taken by the governments of the 
underdeveloped countries, rather than by the government of the 
United States. It is their policies, legislation and administrative 
practices that basically determine the climate of international 
investment. 

3) The United States might further lower or completely 
eliminate its trade barriers, and might aggressively promote im- 
ports into the United States. Whether these imports came 
from the underdeveloped areas or from industrialized ateas, 
their effect would be to increase the dollar earnings of the rest 
of the world, and this would both stimulate development 
abroad and reduce the need for grants for foreign aid. “* Trade, 
not aid ” is a noble slogan, but it requires bold and imaginative 
action on the part of the United States to make it a reality. Of 
course, parallel actions by other countries to increase trade 
would help too, for a general expansion of international trade 
would greatly stimulate development of the underdeveloped 
areas; but bargaining for reciprocal tariff reductions has limits. 
What is needed is for the United States imports to increase 
faster than its exports. Otherwise, the need for foreign aid will 
not soon be greatly affected. 

4) Beyond general reduction of trade barriers and aggressive 
promotion of imports, the United States might also facilitate 
trade by taking steps to reduce the fluctuations of prices for 
the major raw materials which, as the Paley Commission 
showed, will be needed in increasing quantities over the next 
generation. These raw materials are not only necessary for the 
economic health and growth of the industrialized nations; their 
sale in substantial quantity and at fair prices is also necessary to 
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permit the underdeveloped areas, which are the major pro- 
ducers, to buy much of their own economic and social develop- 
ment. Whether through international commodity agree- 
ments, like the Wheat Agreement recently renewed, or by 
building up buffer stocks, or by negotiating long-term purchase 
contracts, or in other ways, United States action to minimize 
fluctuations in demand and in prices for raw materials would do 
perhaps more than any other single thing to promote the ra- 
tional economic development of those countries whose econ- 
omies are heavily dependent on raw material production. 

5) The United States might also take measures to increase 
the flow of loans made to the underdeveloped countries by gov- 
ernmental and intergovernmental financial institutions. These 
measures might include greater use of regional development 
banks and more positive field representation by the banks, with 
the elimination of any requirement that borrowed funds should 
be spent in a particular country. 

6) These five measures—increased grant aid, increased private 
investment, freer trade, more dependable markets for raw ma- 
terials, and more public loans—primarily concern the economic 
aspect of economic and social development. The personal as- 
pect is important also, and needs added impetus as well. We 
are already having great difficulty in the United States finding 
suitable, experienced, mature, technically competent and willing 
people to live abroad for a period of years. As we find new 
people, the ones who have completed their service abroad are 
now coming back home. The difficulty of recruiting personnel 
is apparently one of the great barriers to any large increase in 
international efforts to promote economic and social development. 

Some amelioration of this problem is possible by a greater use 
of contracts with private organizations, such as universities and 
engineering firms. We are already making extensive use 
of such contracts. In my opinion, however, the only way 
to surmount this barrier is to establish a Foreign Technical 
Service Corps, which would offer a career in international eco- 
nomic and social development, with careful selection and ade- 
quate training in languages, foreign cultures and economics, 
and the other knowledge and skills necessary for foreign work, 
with promotion based on merit, and with tenure and security 
comparable to other professional careers. Such a Corps would 
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have to attract substantial numbers of young people in addition 
to the relatively limited number of mature experts who would 
want to join it. The total number of people with requisite 
training and competence needs to be greatly increased. One 
cannot simply borrow from professions that are already quite 
fully employed. Whether national or international in composi- 
tion, such a Corps seems to me to be the only likely method of 
greatly increasing the number of personnel available for foreign 
service of this kind. 

7) There is another important way whereby the personal 
impact of these international programs might be increased. 
This is by a broad extension of the jointness principle that has 
been so important in the Cooperative Services of the Institute 
of Inter-American Affairs (the Latin-American arm of TCA), 
and in the Joint Commission on Rural Reconstruction in China 
(now limited to Formosa). 

There is much evidence that the effectiveness of foreign ex- 
perts and managerial personnel is greatly increased when they 
are given action responsibility by the host government. This 
must, of course, take place in some institutional framework that 
preserves the final authority of the host government and makes 
provision for the training of nationals who will quite soon take 
over the functions and jobs of the foreign personnel. Foreign 
advisers who operate only on the basis, as one observer has de- 
scribed it, of “ daily or hourly renewed invitations ”, are some- 
times almost wholly ignored. If, however, they participate in 
responsible positions in action agencies, jointly staffed, jointly 
financed, and working toward jointly agreed goals, their effec- 
tiveness is likely to be at its greatest. The United States (and 
probably the United Nations agencies as well) might help to set 
up such joint agencies in many countries and fields of activity 
where they do not now exist. 

8) Finally, for maximum effectiveness and results, it is im- 
portant that the greatest possible unity of purpose, policy and 
administration characterize the efforts of the United States to 
promote economic and social development in the under- 
developed areas of the world. The reorganization plan shortly 
to be submitted to the Congress by President Eisenhower will 
go far to bring this about. Even further steps may need to be 
taken to insure that the public loans, private investments, tech- 
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nical assistance, grants and trade of the United States mutually 
reinforce each other and together serve the national objective of 
greater production and improved living and working conditions 
abroad. 

I think it is clear from what I have said that I do not believe 
our Channel swimmers should be left to carry on with nothing 
more in the way of motive power or navigational aids than they 
now have. They need more, a good deal more, if they are to 
make any substantial progress in our time. There are currents 
that will slow them down, waves that will obscure their vision, 
and weather conditions that will discourage them. If it really 
is important to us, as to them, that they should move ahead, we 
will have to continue and enlarge what we are now doing; we 
will have to undertake new kinds of activities, and we will have 
to show better codrdination in everything we do. Perhaps what 
we do will make the difference in whether or not they move 
ahead. With what we can do, what other nations can do, and, 
most important, what they can do for themselves, our swimmers 
may finally reach the other shore. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN MALONE: I am sure we could stay here all day answer- 
ing these interesting questions, but I think you have been here long 
enough. So thank all of you for your presence and your patience. 


[Because of limitations of space, the discussion from the floor 
under the five-minute rule at the morning and afternoon sessions 
has been omitted from these Proceepincs.—Ed. ] 
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the Spring Meeting of the Academy of Political Science. 
I do this with a deep feeling of inadequacy or disadvan- 
tage, because almost all of my business life—more than thirty 
years, in fact—was spent in South American countries where, 
as you know, most or all of the universities are government- 
sponsored, and where this sort of forum is not at all common. 
Since I have mentioned that bit of background I might add 
that when I am asked to list the reasons why our country has 
been so successful with representative government as compared 
with most of our southern neighbors, I place high on that list 
our American university system, with plenty of competition 
and of independence, and with all of the collateral activities and 
organizations, such as the Academy of Political Science, which 
stem from it. May God grant that over the years nothing hap- 
pen to impair the usefulness of our universities to our country! 
Whatever the inadequacy of your presiding officer, it is much 
more than offset by the really important members of the panel, 
three outstanding men from three of our outstanding uni- 
versities. 
You will observe from the program that the discussion this 
afternoon will center on foreign investment and trade. It di- 


| HAVE the honor to call to order the afternoon session of 
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vides itself into three parts: first, private foreign investment; 
second, the problem of currency convertibility today, and 
third, the foreign trade of Western Europe, its accomplishments 
and its outlook. 

Our first paper will be presented by Dr. Herbert Feis, of the 
Institute for Advanced Study in Princeton. He has had a long 
and varied experience, including service at various universities 
and in government. Furthermore, he has represented our coun- 
try at a number of international conferences in various parts of 
the world, and is the author of a number of books. He will 
address himself to the subject “ Private Foreign Investment ”. 
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PRIVATE INVESTMENT ABROAD 


HERBERT FEIS 
Institute for Advanced Study, Princeton, N. J. 


M* comments this afternoon on private foreign invest- 


ment will be somewhat roving. 


1 


Thought about the subject has been as whimsical as our April 
weather. Once upon a time it enjoyed the sun of approval. 
The sharp cold rain of criticism came after, and for a decade it 
was commonly believed that American capital should not go 
outdoors in the foul international weather. Now again the air 
of opinion caresses. Facing as we do a stubborn maladjustment 
in the balance of payments between ourselves and the rest of 
the world, finding it troublesome to reduce our trade restric- 
tions, distressed by the lack of vigor of some of our foreign 
friends, tired of paying heavy taxes in order to provide them 
with capital, we are tempted to believe that a resumption of 
private capital investment in foreign countries on a great scale 
is the wanted solvent of these painful problems. 

A brief backward glance at our past experience may make 
us properly attentive to the conditions and actions—American 
and foreign—which are apt to determine whether this would 
end in satisfaction or in failure. 

It may be thought boorish of me to recall the ideas that 
flourished during the era of the’20’s. Prevailing opinion in the 
United States and abroad joined in the assumption that the con- 
temporaneous movement of private American capital to foreign 
countries was most beneficial. Everything was said for it; 
nothing was said against it, except by a few who were deeply 
pessimistic about all things foreign. The accepted judgment 
was that the outrush of private American capital, while promis- 
ing its owners an excellent yield, was assuring both American 
and world prosperity by reviving the damaged economies of 
other countries and by creating the basis for a permanently 
thriving international trade. There was a connected presump- 
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tion that it would be a contribution to peace-making or peace- 
keeping in Europe, that it would alleviate conflicts in Europe 
without involving the United States as might have acceptance 
of membership in the League of Nations. We counted on our 
dollars to do what could have been done—if it could have been 
done at all—only by our statemanship and our armed power. 

The advent of the depression showed how shaky much of the 
investment was. As production and trade fell, the investment 
of American private capital abroad stopped abruptly and an al- 
most frantic attempt ensued to dispose of the foreign bonds and 
properties we had bought and to bring home the funds loaned 
on short term. 

I will not review the familiar history of the collapse and the 
rescue effort. What had been conceived as the nutritive cause 
of general prosperity—which it transiently was—acted as an 
added cause of sickness. And in the case of Germany, to which 
country more American capital went than to any other except 
Canada, the glowering rise of Hitler made that part of the in- 
vestment seem like a curse. A wave of shock—it might almost 
be called revulsion—spread throughout the United States 
against all new private investment in foreign countries. This 
lasted even though, with the improvement of economic con- 
ditions here and abroad, much of the original investment was 
recovered and some of it turned out to be highly profitable. 

Our revulsion was paralleled by the movement of opinion and 
sentiment in many of the countries in which American private 
capital had been invested. We were blamed for providing 
funds to governments whose characters were too weak to use it 
fruitfully. Responsibility for the failure of the investment was 
focused on our restrictive trade policy and our refusal to keep 
on providing capital. We were disliked for seeking payment 
and accused at times of seeking exorbitant payment. We were 
maligned as an imperialist colossus seeking to dictate the lives 
of countries for which we had provided dollars. 

In briefest brief, it must be said that this first era of Ameri- 
can private investment abroad, despite some lasting beneficial 
results such as the economic advancement of the British Do- 
minions and Latin America, was a lamentable disappointment. 
It did not reward the owners of capital well; it did not foster a 
sustainable, well-adjusted trade; it did not bring reconciliation 
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in Europe, and in the end it did not earn us either friendship or 
influence. 

Even so, I am less inclined to be critical of the mistaken— 
because maladjusted—positive investment activities of the 20’s 
as I am of the frightened inaction of the 30’s, the decade before 
the war. Except for a few ventures in natural resources, 
American private foreign investment stopped; and the Ameri- 
can government did very little either to give private capital the 
insurance against risk of loss which it needed and wanted, or 
to provide public capital itself. The historian may wonder 
whether, if the United States during the 30’s in a proper com- 
bination of political and economic policies had provided large 
and regular amounts of investment capital to the democracies 
of Western Europe that were threatened by the Axis, the great 
war might not have been averted. Our own recovery might 
well have been quickened thereby; the infusion of economic 
vitality might have strengthened and emboldened the Western 
democracies and made it easier for them to increase their armed 
forces. In the face of a more prosperous and more strongly 
armed Western World, Hitler might have been arrested or de- 
stroyed. But all of this is only drifting conjecture. 

The war came. Ever since, the American people through the 
public treasury have been providing great amounts of economic 
aid—much of which was for capital purposes—to foreign coun- 
tries. Most aid has been given without obligation to repay, as 
under the Marshall Plan. But some—particularly the large 
loans made to the governments of the United Kingdom and 
France and the far-ranging operations of the Import-Export 
Bank—have been placed on an investment basis; that is, we are 
claiming payment of principal and interest. During this same 
past decade there has also been an expansion of private foreign 
investment: almost none by individual or institutional pur- 
chasers of foreign securities, bonds or stocks; almost all by 
American business enterprises in foreign affiliations. The great- 
est sums have been devoted to the development of natural re- 
sources for which there seems to be an assured future American 
need, such as oil, copper, iron ore, manganese, bauxite, sulphur, 
uranium. 

During these same last few years, foreign unfriendliness to- 
ward American private investment has faded somewhat. In 
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some countries coldness has changed to invitation. There are 
signs of an increasing disposition to ease restrictive laws, con- 
trols and taxes which are decisive deterrents to many invest- 
ments that might be made. But hazards and obstacles remain 
various and serious. 

Ways and means of adjusting interest between the investors 
and local authorities are being devised which may have recon- 
ciling and stabilizing value. The practice of forming partner- 
ships with local investors is being sedulously cultivated. In- 
vestors are paying a far more substantial part of their earnings 
in taxes to the local authorities than in the earlier era. In fields 
where earnings may vary greatly from year to year, plans for 
sharing profits between the enterprise and the foreign govern- 
ment are being introduced. Social and labor legislation is be- 
coming almost universal. In some special situations, the in- 
vesting enterprise is providing supplementary services to the 
community as well as to its employees, as in improved housing, 
better water and sewage systems, the enlargement of power 
supply, and expanded health services. 

The current renewed impulse to forward the extension of 
American private investment abroad is commendable. But if 
we are not alert we may soon again be lending too open an ear 
to dubious notions (a) that by cumulative private investing 
abroad, various difficult decisions which are before us and the 
outside world can be circumvented, and (b) that the investment 
will bring assured benefit to all without requiring improvement 
either in our conduct and policies, or in those of many foreign 
countries which desire more American capital. Or otherwise 
stated, that if only we invest enough additional private capital 
abroad and keep on doing so, we can thereby prevent or correct 
future declines in beth domestic and foreign production and in 
international trade, that we can ignore disorder in the finances 
of foreign countries, make up for the lack of will to work, for 


poor government, for social dissension, and even avoid the issue 
of trade restrictions. 


2 


Because judgment about private foreign investment tends to 
be so volatile, perhaps the most useful thing I can do is to take 
a “fix” on the subject, as ships’ navigators say when they 
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locate their position; that is, to try to refer our thoughts to 
those elementary aspects which determine what benefits may be 
secured through private investment, what costs are incurred, 
what adjustments are required, and what conditions will deter- 
mine the final results. 

My comments on these matters will follow well-worn 
grooves. Even so, they will suggest that the outcome will be 
contingent on a vast variety of circumstances, and will be 
vitally affected by the particular qualifications and conduct of 
both the investing and the recipient countries. A Maynard 
Keynes can light up the sky with brilliant vistas of universal 
progress through investment. A benevolent official can imply, 
as President Truman did when he first proposed the Point Four 
Program, that the diffusion of investment might, by some law 
of its own, bring comfort or even happiness to all. But a wit- 
ness of the stumbling and quarrelsome ways in which con- 
temporary national states are apt to conduct their affairs may 
intone some reservations. 


3 


First let us glance at the possible benefits and costs to the 
countries whose private capitalists invest abroad. Of course I 
have the United States first and foremost in mind. The foreign 
investment, when made, may act as a stimulant to all aspects 
and elements of the economic life of the investing country, as an 
additive. It will be so if the funds which are engaged abroad 
would otherwise have remained idle; that is, if they would have 
been neither spent nor invested at home, or if the investment 
abroad is financed by an expansion of credit that otherwise 
would not have occurred. The investment action will benefit 
the investing country if it brings about a net increase of total 
effective demand within the country, if such an increase is de- 
sirable at the particular time that the investment is made. 
When, however, the funds invested abroad would otherwise 
have been employed at home, either invested or spent, then no 
net increase in employment and production is induced. Such 
benefit as may be obtained by the investing country will accrue 
later and in other ways, soon to be noted. In short, when there 
is a substantial quantity of unused labor and resources in a 
country, any increased use of savings or credit either in invest- 
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ment or in spending, and either at home or abroad, is likely to 
be well advised. 

The second possible kind of gain which may accrue to the 
country whose people are investing abroad is that the invest- 
ment may make it possible to acquire needed goods at lower real 
cost. In the past, I think this has been the largest and most 
reliable benefit resulting from private foreign investment. Ex- 
amples abound. A well-known one is the way in which Eu- 
ropean private capital, by financing railroads in the United 
States and Canada, Australia and the Argentine, lowered the 
cost of food throughout the world. Or contemporaneously, the 
way in which American and British capital investments in 
the Caribbean and the Middle East have reduced the cost 
of oil. Or to cite the most potentially paradoxical one of 
all, the way in which private investment in the development of 
foreign resources of uranium ore is in course of providing the 
world with both a great and cheap new source of power, light 
and fuel—or with the primal element for its rapid self-destruc- 
tion. 

There is still a third way in which a country may derive 
benefit from the foreign operations of its private capital. If 
the investment is soundly conceived, the national production 
and income of the recipient country will be increased. It is 
then likely to become a large purchaser of the products of the 
investing country. In other words, the investment may induce 
sustained increases in the volume of international trade bene- 
ficial to all participants. But this will evolve only if (a) the 
investment actually produces an increase in the real national 
product of the recipient country, and if (b) it does not stimu- 
late protective action either in the investing country or in 
others. 

Lastly, there is the return which is the direct inducement for 
the investment; that is, the receipt of interest or dividends. 
This can enrich a country by bringing each year a bounty in 
addition to its own production of goods and services. Thus, 
for example, before World War I the return on private British 
investment in other countries provided the British people with 
perhaps 10 per cent of their total real income. This benefit will 
be realized, however, only if the investing country is willing to 
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accept the imported goods and services through which the re- 
ward is paid. Over a period of time, say two decades, any 
country whose private capitalists make large investments abroad 
will be continuously confronted with a choice between (a) 
pursuing a trade policy free enough to allow the recipient coun- 
tries to provide it with a substantial surplus of imported goods 
and services, or (b) consenting to the suppression of its own ex- 
ports, or (c) becoming engaged in a continuous struggle to pre- 
vent its private foreign investment from being lost or frozen, 
and using public funds from time to time to redeem it. 

To these notations on the possible benefits which a country 
may receive from private foreign investments, I could add 
others concerned with special situations and contingencies—eco- 
nomic, political and military. These can be very important, as 
was, for example, the British reserve of foreign investments in 
the two worlds wars. But of necessity I pass them over and 
proceed with equal brevity to refer to the possible costs and 
disadvantages to a country of having its private capital go 
abroad. 

The act of investment in foreign countries may either reduce 
the amount of capital available for domestic use, or increase the 
price of capital to domestic borrowers, and hence tend to 
slacken employment and production for the domestic market. 
The retarding consequence may be greater or less than the 
stimulus imparted by the foreign demand financed by the in- 
vestment. 

Whether or not in any particular short period foreign invest- 
ment deprives domestic production of needed capital, or in- 
creases its cost, hinges on circumstance. During the years just 
after the end of the war, while there was still in the United 
States a good deal of idle labor and productive capacity and un- 
used reserves of credit, our foreign private investment was ac- 
complished without offsetting restraint on domestic activity. 
But under such conditions as prevail today, any substantial ex- 
tension of private foreign investment might well cause restraint 
on some branches of domestic economic activity; or, in other 
words, the cost would be real. 

Second, private foreign investment has usually been greatest 
in boom periods and smallest in bad times. Thus it has tended 
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on the whole to accentuate rather than lessen economic fluctua- 
tions. A general effort should be made to cancel this tendency. 
Private foreign investment made in time of depression is more 
likely to bring enduring benefit than that made in better times. 

Third, private foreign investment may dislocate some 
branches of domestic production. This occurs when the invest- 
ment yields a product competitive with domestic products, as 
for example at present in oil, copper and sugar. The pains of 
adjustment are usually more than requited by the acquisition of 
cheaper imports in return for the export of domestic goods pro- 
duced with greater comparative advantage, or as payment on 
the investment. 

So much by way of notation about some of the possibilities 
of advantages and cost of private foreign investment to the 
country providing the capital. Comparably brief note may be 
made of the advantages and costs that may redound to the 
countries receiving the capital. 

The capital derived from abroad may well increase pro- 
ductive capacities, real income and general economic welfare. 
But it will not so happen if the imported capital is squandered, 
or if it is used to create a domestic industry which is a burden 
on the rest of the economy, or if it is suppressed or oppressed or 
hindered in its work of production. 

In this connection I offer a few other comments pertinent 
though not comprehensive. I have the impression that inven- 
tion, new materials, new ways of using old materials, new prod- 
ucts, new technical knowledge and techniques, new machinery, 
all are inciting everywhere a stronger wish than ever before for 
capital. This same course of innovation hastens the obsoles- 
cence of capital investment and hence increases the risk. 

The actual size of the benefit obtained may not be closely re- 
lated to the size of the investment. In some fields a relatively 
greater increase in productivity, employment and national in- 
come can be secured from a small amount of foreign capital 
than in others. Speaking more technically, in countries in 
which there is a relative shortage of capital, there are great dif- 
ferences in the marginal efficiency of capital as between its 
various uses—great irregularities. In many respects, countries 
can improve their production greatly in ways that require but 
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little foreign capital. With small sums they can secure models 
of machinery which can be built at home, the advice of engi- 
neers, chemists, physicists, biologists, agronomists and construc- 
tion experts. They can secure licenses to use apparatus and 
chemical formulas. American private enterprises are now often 
combining small foreign investments, limited ventures in sub- 
sidiary factories or branch plants, with arrangements for thus 
sharing knowledge and productive competence. 

Another potential benefit to countries that secure foreign 
capital is the possible enlargement in their gain from external 
trade. The capital received from abroad may enable them 
either to reduce their imports advantageously, increase their ex- 
ports, or to improve the terms on which they conduct their 
trade. But they will not obtain such benefit if the imported 
capital is used in ways that burden the whole economy. If for- 
eign capital is used to establish industries that can be sustained 
only with continued high protection, and which hinder other 
branches of domestic production, then the result will be to cause 
the country to suffer, not to benefit, from it. An example of 
such mistaken use of foreign capital is for the establishment of 
a factory to make farm implements at a much higher cost than 
they could be imported; the accompanying use of tariffs or 
quotas or other devices which compel the farmer to buy the 
costlier domestic product; and the consequent increase in the cost 
of domestically produced food. Or to take a variant example, 
the use of foreign capital for the construction of boulevards 
and roads far more costly and elegant than are needed for the 
productive life in the country, thereby incurring a permanent 
debt which can be paid only in prolonged taxation. 

In passing, it also ought to be remarked that a private foreign 
investment which helps one country may result in injury to an- 
other which also has imported capital. For example, the flow 
of American and British capital into the mines of South Africa 
is adversely affecting the prospects of mining properties in 
South America which were also developed by American capital. 

Though I have barely brushed this subject of the benefits to 
be gotten from securing capital from other countries, I turn to 
consider its cost to the recipient countries. The greatest and 
most evident is that those who make the investment seck pay- 
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ment. Interest or profit is wanted, thereby giving the foreign 
investor a claim upon part of the production of the country. 
Of course, if the foreign investment genuinely adds to the pro- 
duction and income of the country, then the payment due or 
earned is not a net cost. It may be regarded as a partitioning 
of the benefits. 

But countries have been known to ignore the benefits ac- 
cruing from the use of foreign capital once they had been well 
absorbed, and to regard the payment as an unjust drain on their 
resources. To put the matter curtly, if a country wants to de- 
velop its resources, production and income by using large 
amounts of private foreign capital, it is incumbent upon that 
country to conduct its domestic economic affairs and its foreign 
economic relations in ways that make it comparatively easy for 
the foreign investment to secure an appropriate return. But 
there are circumstances in which the burden of payment owed 
the private foreign investors may become unjustly great or ex- 
cessively hard to bear; for example, when the government of 
the investing country imposes rigorous and heavy restrictions 
on the imports or the goods and services offered as payment, or 
when there is deep and general depression. 


4 


I will not try a systematic summing up of these roving ob- 
servations, this loose statement of subdued hopes and dour ad- 
monitions. They will suffice perhaps to sharpen the point of 
the obvious. Private foreign investment can yield, in several 
ways and forms, great benefits to both the investing and the 
capital-receiving countries. These benefits can greatly exceed 
the cost to either and both. But the benefits will accrue only if 
certain conditions are realized and necessary effort is made; in 
particular, only if there is a greater measure of economic sta- 
bility than in the past, a greater measure of freedom of trade 
and patient far-sightedness on the part of the investing coun- 
tries, and determined industry and tolerance on the part of the 
countries in which the investment is made. To end in an 
aphorism, private foreign investment may richly reward those 
who are qualified to use it as a fruitful opportunity to apply 
their energies and faculties of reason in a disciplined way, but 
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for the unqualified it will turn into a frustrated venture and a 
resented connection. 


) 


By designation of the Academy my remarks have concerned 
private foreign investment. There is much justification for the 
opinion that, to the extent to which private capital is willing 
and able to meet foreign demands at a reasonable price, the as- 
signment should be left to it. The government should not pro- 
vide the funds for undertakings when private capital is avail- 
able on reasonable terms. But in today’s political and economic 
circumstances, there are reasons for carrying out numerous for- 
eign financial operations which American private capital has not 
the will or the ability to undertake. 

A sense of obligation has won its way in the world to the ef- 
fect that a wealthy country has a call of vague dimensions to 
provide means to assist poorer and suffering countries. To give 
free admission to the sense of obligation would bankrupt us and 
demoralize others; but to ignore the obligation wholly would 
be, I believe, out of accord with the great general effort in 
which we are engaged, to bring together the nations of the 
world in peaceful and codperative understanding. 

Then, too, particularly, we are now trying to form with 
friendly countries in Europe and the Far East a defensive al- 
liance against revolutionary communism. Our wish is that 
within these countries there should be established a steady pros- 
pect of economic improvement to attract and sustain the de- 
votion of their people to free institutions, and to cause them to 
accept the necessary conditions of capitalist advance and, cor- 
respondingly, to reject Communist appeals. We also want 
them to grow strong so that they can maintain adequate mili- 
tary establishments in conjunction with our own. 

These are reasons for’ providing them with capital for efforts 
and undertakings which may not be wholly justified by strict 
financial reckoning. The American people should continue to 
provide carefully measured amounts of public capital for for- 
eign countries as grants, subsidies, loans or investments, accord- 
ing to what the circumstances of each case make fair. I say 
“carefully measured ”—I do not mean measured by a stingy 
vision. 
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Private capital can be induced to carry out many of the as- 
signments for which there is a clamor if the government will 
share the risk and protect it against too great losses through 
some form of guarantee or insurance. But in many parts of the 
world the risk will remain too great. Private capital, moreover, 
cannot be expected to perform those tasks that will bring a re- 
ward mainly or wholly in the form of diffused improvements or 
relief from suffering, for which the most needy cannot ade- 
quately pay. If we provide the means for these, it must be as 
a people rather than as investors. 


REMARKS 


CHAIRMAN WHITMAN: Thank you very much, Dr. Feis, for a very 
comprehensive survey of your subject. 

Our second speaker is Dr. Ragnar Nurkse, Professor of Economics 
at Columbia. Over the years he has spent a good deal of time in re- 
search on the problem of exchange and convertibility, and this should 
amply qualify him for his paper today which is “ The Problem of 
Currency Convertibility Today”. Dr. Nurkse! 
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THE PROBLEM OF CURRENCY CONVERTIBILITY 
TODAY 


RAGNAR NURKSE 


Professor of Economics, Columbia University 


HE topic assigned to me, though highly technical, has at- 
T tracted wide attention in recent months. I have no in- 

side information about the international talks on the 
subject that have been going on. I speak as an outsider who 
has been trying rather inadequately to follow current events 
from the ivory towers of Morningside Heights. My purpose is 
to consider in general terms first what is meant by converti- 
bility, secondly what can be done about it now, and thirdly 
what basic conditions are necessary for a lasting solution of the 
problem. 


The Meaning of Convertibility 


In the nineteenth century, inconvertibility in the present-day 
sense of the term did not exist at all. A currency could always 
be turned freely into gold or foreign currencies; there were no 
exchange restrictions. The word “ inconvertibility”” meant 
merely the absence or temporary suspension of a fixed gold 
parity; it usually meant a fluctuating exchange. 

Today not even the United States dollar is fully convertible 
in the nineteenth-century sense and has not been for twenty 
years. No one except foreign central banks can get dollars con- 
verted into gold without limit at the official parity. That the 
world’s leading hard currency should not be freely convertible 
into gold may be regretted. 

But this is obviously not the main item on our agenda this 
afternoon. The problem that concerns us is that of making 
the world’s currencies—at any rate, the free world’s currencies 
—convertible into United States dollars. Even so the problem 
needs to be more closely defined. 

Is it a matter of abolishing the exchange controls so preva- 
lent abroad? This is certainly the ideal. There can be no con- 
vertibility in the full sense until this has been achieved. But 
few would regard it as immediately practicable. In many 
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countries exchange control is felt to be necessary for the pre- 
vention of large and possibly disturbing shifts of capital funds 
in response to political fears or speculative motives. Aside from 
that, exchange control is widely used as an instrument of trade 
control, through official rationing of the foreign exchange avail- 
able for imports; and, since in most countries dollars have been 
in scarce supply compared with the demand for them, this ra- 
tioning of current remittances has been particularly stringent 
in regard to dollar payments. Exchange control of this type 
could be, and sometimes has been, replaced by a quantitative 
regulation of trade through quotas and import licenses, dis- 
criminating against imports from the dollar area. But it is not 
clear that such a system, even if it restores formally a semblance 
of freedom in foreign exchange, is really to be preferred. In 
either case we may deplore first the trade restriction as such and 
second its discriminatory character, which interferes with the 
multilateral pattern of trade. 

While the present-day inconvertibility of currencies is closely 
bound up with discriminatory practices in foreign trade and 
payments, it would not be true to say that discrimination 
among different sources of supply is an inherent or inevitable 
feature of exchange control. Even if the commodity distribu- 
tion of imports is established by some rule of priority or by 
arbitrary decision in each case, it is still conceivable—and it has 
happened—that an importer to whom the authorities promise a 
certain equivalent of foreign exchange for a certain purpose is 
left free to choose the country from which the goods are pur- 
chased and the currency in which they are paid for. In short, 
once payment for an import deal has been authorized, the deal 
need not be tied to any particular country or currency. Natu- 
rally this will not be possible unless the control authority has a 
sufficient reserve or can somehow make sure that its current 
supply of foreign currencies is in line with demand. For ap- 
proved transactions, the national currency can be made freely 
convertible into any foreign currency; yet the volume of trans- 
actions approved may be sharply curtailed. This type of con- 
trol of import payments is nondiscriminatory and fully com- 
patible with multilateral exchange. It ensures that such trade 
as survives is left free to follow multilateral channels. It repre- 
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sents no doubt a certain form of convertibility, and yet we may 
have to ask: is it worth having? “Free trade” and “ multi- 
lateral trade ” are often treated as synonymous, but the distinc- 
tion should be kept clear. While free trade necessarily includes 
freedom of multilateral settlement, the latter freedom alone can 
exist at a severely restricted level of transactions.’ 

This outline of a multilateral system of exchange control is 
applicable to the majority of trading countries whose own cur- 
rencies are not used as means of international settlement and 
whose imports are invoiced and paid for in terms of foreign 
currencies. As soon as we turn to the case of a leading trading 
nation whose currency is a “ key currency ” in the sense that it 
functions widely as an international means of payment, the 
model takes a somewhat different form. This is where the 
problem of convertibility arises today in its most significant as- 
pect, and it leads us above all to the case of the United King- 
dom and the pound sterling. 

The question does not concern American exports to the 
United Kingdom—these are settled in dollars anyhow. But most 
other countries are willing to export to Britain against payment 
in pounds sterling. These current sterling proceeds can be 
spent on purchases in Britain and the rest of the sterling area; 
and among a wide group of “ transferable account ” countries 
they can also circulate for payments outside the sterling area. 
But, as things now stand, they cannot be freely turned into 
dollars (except, under certain safeguards, by central banks of 
sterling-area countries, for which sterling is technically a con- 
vertible currency). Here is a serious impediment to multi- 
lateral trade. On top of Britain’s own discrimination against 
dollar imports, the inconvertibility of sterling forces Britain’s 
trading partners to discriminate in their import policies in favor 
of sterling-area products and against dollar goods. 


1“Tn practice exchange rationing during the 1930's did usually proceed 
on bilateral lines; yet experience has also furnished examples showing that 
exchange rationing is both conceivable and workable without discrimination. 
... Claims accruing to foreigners from approved current transactions can be 
made convertible into any other currency. Total imports can be cut down 
to any desired extent without interfering with the free convertibility of pay- 
ments for such imports as are admitted.” International Currency Experience, 
League of Nations, 1944, p. 223. 
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In practice, foreign exporters to Britain, if they can find no 
other use for their pounds, can resort to what is known as 
“ grey-market convertibility ”, achieved by devious means and 
at a discount from the official sterling-dollar parity. This 
causes indirectly a loss of dollar receipts to the British exchange 
control, but we are told that the flow of sterling regularly con- 
verted in this way by foreign holders is to some extent kept 
down by scruple, ignorance or the risk of being caught, and is 
therefore not as large as it might be without the official ex- 
change restrictions.” 

The pound’s inconvertibility and the grey markets associated 
with it are doubtless felt by British authorities, especially by the 
Bank of England, as a blemish on the status of sterling as a key 
currency in world trade. The international position of sterling 
is a source of income to the City of London through commis- 
sions, brokerage fees and service charges, but in relation to Brit- 
ain’s over-all balance of payments these earnings can never 
amount to much. With the easing of the 1951 crisis, there has 
undoubtedly been a revival of interest in multilateral trade. 
And so the British have taken the initiative in the last twelve 
months in exploring the ways and means of making the pound 
convertible for all foreign countries selling goods against pay- 
ment in sterling. 

It appears that the goal at present aimed at is the strictly 
limited one of permitting foreigners to turn into dollars any 
pounds they receive from current sales to the British market. 
The amount of sterling foreigners are able to earn will presum- 
ably continue to be subject to some degree of control by British 
trade and exchange authorities. No one seems to be seriously 
thinking of allowing domestic capital funds to move freely out 
of the sterling area or of permitting British residents to turn 
their pounds into foreign exchange for buying dollar goods or 
for travel abroad without limit. Essentially what the British 
are trying to establish is a “ multilateralized” system of ex- 
change control adapted to a currency widely used in inter- 
national transactions. 

This goal—free convertibility of sterling currently earned by 
foreigners—is the same as that set up in the Anglo-American 


*See The Banker (London), January 1953. 
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loan agreement, which Britain tried to reach in the summer of 
1947. That attempt was a failure, but conditions are more 
favorable now. Britain once more is running a surplus in her 
over-all balance of payments; in 1947 she had a big deficit, 
though to what extent that deficit may have been due to the 
convertibility experiment itself is an open question. Perhaps 
more important is the fact that now there is not so much loose 
sterling floating about in the world. Although convertibility 
would almost certainly not apply to the old sterling balances, it 
is not always easy to segregate currently earned sterling from 
the backlog accumulated in the past. But the sterling balances 
outstanding have been reduced in real value by the rise in prices 
and have come to be more firmly held, partly in legal reserves 
against increased note issues of sterling-area central banks and 
partly through geographical shifts in ownership. India’s bal- 
ances and those of some other countries in the Middle East and 
elsewhere have been greatly reduced through dollar allocations 
as well as unrequited exports from the United Kingdom. On 
the other hand, there has been a marked increase in the sterling 
balances of Britain’s colonial dependencies, and over these the 
British can exercise some control, even though they realize that 
a situation in which some of the poorest territories in the ster- 
ling area are made to serve as capital exporters cannot go on 
indefinitely. 

Convertibility of sterling in the sense defined is sometimes 
advocated on the ground that it would increase the volume of 
international trade. It is argued that under the present system, 
foreigners (that is, people outside the sterling as well as the dol- 
lar area) are reluctant to export to Britain if what they get is 
sterling and what they want is dollars. But we must see ex- 
actly how convertibility would work as an incentive to in- 
creased trade. 

The attractive prospects of gaining dollars by way of sterling 
will naturally and almost automatically tend to increase foreign 
exports to Britain and other parts of the sterling area. The 
dollars are presumably wanted by foreigners for buying Ameri- 
can goods. Third countries earning convertible sterling will 
now be able to relax their own restrictions on dollar payments 
and to meet their unsatisfied demand for dollar imports. Their 
trade expands on both sides, more exports to Britain being offset 
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by more imports from America. There is indeed an increase in 
the volume of world trade, but it works through both an in- 
crease in America’s surplus and a weakening in Britain’s balance 
in international trade. This case may not be very important as 
it applies only to the “liberalized” sector of British imports 
(that is, imports not subject to quantitative restriction), and 
this sector is, and may continue to be, limited. 

So much for the conversion of additional sterling receipts. 
If old sterling balances should find their way through the con- 
version mechanism into dollars, and if again the dollars were 
spent on American products, the result would be a net increase 
in American exports and in the foreign countries’ imports. In 
either case, the growth in the volume of world trade would in 
this way be associated with an increase in the world’s dollar 
deficit, which Britain would have to meet. 

Much more important, however, is the possibility that foreign 
countries would want to switch their purchases from sterling 
goods to dollar goods. If what they save on sterling goods is 
turned into dollars and spent on dollar goods instead, the total 
volume of trade remains constant, but again there is a shift in 
the balance of trade against the sterling area and in favor of the 
dollar area. Such a switch could come about to some extent 
without any new restrictions. But it is essential to remember 
that, from the point of view of foreign countries, a convertible 
pound would be as “ hard” a currency as the dollar itself. If 
these countries were in difficulty with their dollar accounts, they 
would now have every reason to apply any discriminatory re- 
striction against dollar imports equally to their imports of ster- 
ling goods. 

This is the familiar danger of unilateral convertibility in a 
world which in its dealings with the dollar area continues to be 
in deficit: the danger that other countries will seek to improve 
their position by trying to ride on the backs of those that make 
their currency convertible. Such attempts need not have any 
sinister motive behind them; they may even be quite uninten- 
tional. 

In any event the convertibility of sterling, considered by it- 
self, would tend to have the effect of increasing the world’s 
trade deficit with the dollar area, and the means to finance the 
increase would have to be found by the United Kingdom. This 
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we may call the “ conversion drain”. There is nothing surpris- 
ing about it. As things are, the actual deficit is forcibly kept 
down by restrictions on dollar imports, and one of these restric- 
tions is inconvertibility. Relaxing the restriction, if nothing 


else is done, increases the gap to be filled out of reserves or dol- 
lar aid. 


Measures in Support of Convertibility 


Now Britain could undoubtedly neutralize this drain by 
tightening up her direct import controls so as to limit the out- 
flow of sterling eligible for conversion; or she might be able to 
persuade her trading partners to curb their exports to her; or 
she may further restrict her own dollar imports in order to save 
dollars for conversion by foreigners. These things are possible 
and may prove necessary. But convertibility would then be- 
come an empty gesture. It would substitute tighter quantita- 
tive controls for currency restrictions and would alter little, if 
at all, the actual course and pattern of trade. Would it be 
worth while in that case? Conceivably, those circles that are 
concerned above all with the formal status of sterling as an 
international currency might still prefer it. But this status was 
based in the past on the strength of the British economy and 
cannot be assured merely by some technical adjustments in cur- 
rency regulations. In England as well as in this country, most 
people would probably take little or no interest in the shadow if 
the substance of greater freedom in multilateral trade could not 
be attained. There is no doubt that the British government, in 
bringing up the question of currency convertibility, has been 
seeking a genuine advance in the substance of the matter. 

Actually, the idea of currency restrictions being replaced by 
trade controls, leaving trade more or less the same, could turn 
out to be overoptimistic. If foreign countries react to sterling 
convertibility mainly by switching from sterling to dollar goods 
and imposing restrictions on their imports from Britain so as to 
save sterling for conversion into dollars, then Britain’s counter- 
move may have to be drastic restrictions on her own imports 
from these countries, to cut down the sterling receipts accruing 
to them for conversion. In general terms, non-dollar countries 
would then be slashing their imports from each other, and the 
total volume of world trade could not fail to be curtailed. 
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Some people have argued that this would have its good side too: 
it would tend to release supplies in non-dollar countries for ex- 
port to the dollar area, so that a reduction in the volume might 
lead to a better balance of world trade. To me it would seem a 
cruelly wasteful process. Surely there are more rational 
methods of making export supplies available for dollar markets, 
including especially the method of disinflation, on which some- 
thing will have to be said later. 

The United Kingdom might seek to enter into friendly agree- 
ments with foreign countries to prevent such a war of all 
against all in the non-dollar world. The countries concerned 
are mainly in Europe, Latin America, the Near and the Far 
East. In many of them new import restrictions against ster- 
ling goods would be hard to avoid, especially as some of these 
countries are now quite short of sterling as well as dollars. By 
far the most important, however, is the European Payments 
Union group of Western Europe, to which Britain herself be- 
longs, and with which she could probably work out a mutually 
satisfactory modus vivendi designed to preserve the existing de- 
gree of intra-European trade liberalization and perhaps to allow 
fuether progress in that direction. 

How exactly the convertibility of sterling would fit into the 
E.P.U. mechanism is a complicated question into which I can- 
not enter. I understand that “it is almost certainly possible 
for arrangements to be devised whereby E.P.U. could continue 
even if sterling became convertible, either with Britain as a 
member or outside.” * In substance, no doubt what Britain 
would like is that her trading partners refrain from restricting 
their imports from her while continuing to keep their dollar 
imports under control. Without some such assurance she might 
be reluctant to extend conversion rights to them. The limited 
convertibility which members of the sterling area enjoy is just 
of that kind. It is known as “central bank convertibility ”, 
which means that only central banks, not individual traders, 
can ask for their sterling receipts to be turned into dollars.‘ 

3 See A. C. L. Day’s essay, “ What Kind of Convertibility?” in Lloyds 


Bank Review, April 1953, p. 42. This is the best account that I have seen 
of the whole subject of sterling convertibility. 


4See Day, op. cit., pp. 34-35. It may be recalled that the convertibility 
of the United States dollar into gold is also confined, in the main, to “ central 
bank convertibility ”. 
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These countries operate their own exchange controls and are 
bound by gentlemen’s agreements with the United Kingdom to 
restrain their needs for dollar payments. 

This is still in accord with the simple point that the “ con- 
version drain ” I spoke about can be suppressed by other con- 
trols and that to the extent that this is done the real effect of 
convertibility is likely to be reduced if not altogether nullified. 
I shall now proceed on the assumption that convertibility is al- 
lowed to have some real effect. If greater freedom in the cur- 
rency field is not to be bought at the cost of added restrictions 
on trade, Britain is faced with the problem of financing the 
dollar deficit which convertibility, at least initially, may bring 
about. Since her present gold and dollar reserves are small, the 
question of “adequate financial support, through the Inter- 
national Monetary Fund or otherwise”, naturally arises (and 
was raised in these terms by the Commonwealth Conference last 
December). 

Some optimists in London may believe that the mere assur- 
ance of convertibility will induce foreigners to hold on to their 
sterling instead of turning it into dollars. This hope springs 
naturally from traditional British banking doctrine (as ex- 
pressed, for instance, in Bagehot’s Lombard Street). It is a 
brave but slender hope. As long as the outside world as a whole 
continues to be in deficit with the dollar area, foreigners gen- 
erally will be under pressure to demand dollars for any current 
sterling they do not need for purchases in the sterling area. 
And since nothing has happened as yet to wipe out their mem- 
ories of the 1947 episode, they may have some doubts about the 
permanence of a new régime of convertibility and are not 
likely, therefore, to delay conversion into dollars. 

The suggestion is that the United States should put a buffer 
stock of dollars at Britain’s disposal. It is hard to share the be- 
lief of the optimists that this would be essentially a stand-by 
fund intended to inspire confidence and not likely to be used at 
all. Under existing conditions, for reasons indicated, the fund 
is almost bound to be drawn upon, even if we do not treat it 
expressly as a substitute for other forms of United States aid 
now going out. If we do cut down other dollar transfers at 
the same time, pressure to use the stabilization fund will be that 
much greater. Convertibility of sterling is likely to widen the 
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dollar deficit which Britain has to settle, and will tend to cause 
an increase in the United States export surplus financed by 
means of the stabilization loan. 

This loan, then, would be granted essentially on balance-of- 
payments grounds. Now there is increasing awareness in this 
country that, if we are to make loans or grants abroad, the bal- 
lance of payments of the prospective recipient is in an obvious 
sense a superficial criterion to use. However deserving a re- 
cipient Britain may be, in her special position as the guardian of 
a world currency, she is probably in less need of outside re- 
sources than, say, Indonesia or Thailand. This is a basic objection 
to proposals for exchange stabilization loans, clearing pools, and 
other forms of international compensatory finance: the aid 
which they provide for real capital formation or for increased 
consumption is based on a one-sided standard and may not go 
to the countries most in need of it. The objection does not ap- 
ply to the use of resources as truly short-term buffer reserves 
under conditions where the world’s dollar balance is likely to 
swing in both directions, on both sides of the break-even point. 
But such are not the prevailing conditions, and so there has been 
a persistent shortage of liquid international reserves abroad. 

The great success of the European Recovery Program has not 
made us forget the qualms that were widely felt about the dis- 
tribution of Marshall aid on the basis of national balance-of- 
payments positions. Even if some of the dollars made available 
to the United Kingdom through a buffer credit were now 
passed on, as in 1947, to third countries in settlement of old 
sterling balances, there would still be no assurance that these 
would be the most deserving countries to get a share of the out- 
flow of American surplus resources. Why not direct our loans 
and grants to areas where they can make the greatest contribu- 
tion in terms of productive capital or even of immediate wel- 
fare? American aid to Southeast Asia can help Britain’s bal- 
ance if Britain is able, through increased exports, to compete 
for the additional dollars. The reverse is not true: a dollar loan 
to underwrite the convertibility of sterling will not help to in- 
crease investment or consumption in countries like Indonesia 
and Thailand (unless these countries have been holding blocked 
sterling and can now manage to turn it into dollars). 
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Altogether, it seems to me that there is good reason for 
skepticism on the American side in reacting to proposals for 
special dollar credits in support of convertibility. But this need 
not close the discussion. Much has been heard lately from the 
British side in favor of a “floating pound”. This seems to 
mean a dollar-sterling rate capable of changing from day to 
day, yet subject to official management; a rate without a fixed 
par value, but not by any means freely fluctuating. This pro- 
posal could be regarded as one way of lowering the dollar value 
of the pound in order to increase the competitive power of 
British exports and so to offset the drain which convertibility 
might cause in Britain’s dollar accounts. But these results 
would take some time to achieve, and in any case it might be 
argued that after the big devaluation of 1949 a further cut in 
the exchange value of the pound, though perhaps a useful sup- 
plementary measure, does not occupy a top place on the inter- 
national agenda. Besides, for the purpose of export promotion, 
I do not see any special advantage in a floating rate as against a 
straightforward lowering of the peg. 

A floating pound could perhaps serve another function: that 
of attracting speculative private funds from abroad, including 
dollars. For example (and this is a purely hypothetical ex- 
ample), if it were announced that the pound would fluctuate 
within a wide range, say between 2.40 and 3.00 dollars, and if 
the rate were initially dropped to the lower limit of this range, 
and later gradually raised, a speculative inducement might be 
created for the shifting of dollar funds into sterling (provided, 
of course, as is now the case, that the British exchange control 
guarantees the right to repatriate such funds). The pound 
could not go down below 2.40, but would have a chance to go 
up, with a prospect of profit on the exchange. Though no one 
could appraise beforehand the effectiveness of such a device, it 
is at least conceivable that it might work. And so the Bank of 
England, even without an official dollar credit, may manage to 
accumulate a buffer stock of dollars with which to buttress the 
initial phase of the convertible currency régime. In the longer 
run, it may hope that the lower exchange value of sterling (for 
the rate need not return to 2.80) would improve the current 
dollar balance sufficiently to permit repatriating the dollar 
funds as well as offsetting the conversion drain. 
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All this is possible; but it would seem a rather shaky prop 
for the restoration of convertibility. 


Conditions of a Durable Solution 


Although the technical possibilities may exist for making the 
pound and some other currencies convertible in the senses indi- 
cated, I cannot help feeling that more remains to be done to 
meet the conditions necessary for a lasting solution of the prob- 
lem. If the attempt should fail again, the idea of convertibility 
might become discredited. Once bitten, twice shy; twice 
bitten, thrice shy. I agree with the view.expressed by an emi- 
nent British economist that it is “ much better to persuade gov- 
ernments to take the necessary measures first, so that converti- 
bility comes as the logical and advantageous conclusion of a 
policy that is not likely to be reversed.” ° 

The basic condition is a removal of the disequilibrium in 
trade and payments between the dollar area and the rest of the 
free world. This is a question that has been abundantly de- 
bated, but it is impossible not to touch upon it again in the 
present context. Inconvertibility has not been the disease itself, 
but rather a symptom of the persistent imbalance on account 
of trade, services, and private investment transactions. In these 
circumstances trade discrimination coupled with inconvertibil- 
ity has appeared to the dollar-deficit countries as a way of pre- 
venting their mutual trade from being needlessly strangled by 
restrictions of the same degree of severity as those imposed, on 
payments grounds, against imports from the dollar area. 

Absence of such imbalance as a condition of convertibility is 
particularly important for a currency like sterling, in which 
something like 40 or 50 per cent of the world’s trade is con- 
ducted. The pound sterling, being a world currency, would in- 
evitably feel the strain of the world’s dollar disequilibrium, 
even if the dollar position of Britain herself or the sterling area 
as a whole had been brought into balance. 

Everybody knows how the dollar disequilibrium can be 
cured. With possible differences in emphasis, a prescription 
widely accepted among economists is: inflation control and ex- 
change-rate adjustment by deficit countries, combined with 


5 Lionel Robbins, “ The International Economic Problem”, Lloyds Bank 
Review, January 1953, p. 19. 
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tariff reduction and foreign investment by the surplus country. 
The formula is clear and simple; the only trouble is putting it 
into effect. The formula requires combined action on both 
sides; its practical outcome is only too often one side blaming 
the other. 

Exchange-rate adjustment is still necessary in some obvious 
cases such as France. Whether it is necessary in the case of ster- 
ling is not obvious, though still perhaps a matter for considera- 
tion. Only a part of the competitive advantage gained by the 
last devaluation has since been lost. On the whole, it does not 
look as if the international structure of exchange rates were so 
badly out of line as it was four years ago. 

This brings to the forefront the constant need for domestic 
inflation control in countries that are in deficit in their external 
accounts or only in precarious balance. Deflation is not what is 
wanted. The question is that of stopping inflation. 

It seems often to have been overlooked that, under conditions 
of full employment, a country that tries to close its external 
deficit through devaluation or even through import restrictions 
cannot achieve the goal without some reduction in domestic 
money expenditure by consumers, businesses or governments. 
The effect of import restriction or devaluation is generally in- 
flationary by itself, and has to be offset by an opposite change 
in the domestic field if inflation is to be prevented. The same 
would be true of an increase in exports resulting from a tariff 
reduction abroad (say, in the United States). A country with 
a deficit in foreign trade is using up more goods and services 
than it produces; in real terms, there is no way of closing the 
deficit unless the country consents to reducing the amount of 
goods and services it uses for its own consumption and invest- 
ment needs. Neither import: restriction nor devaluation can 
provide an escape from the simple arithmetic of national income 
accounting. 

In money terms, a deficit in a country’s foreign trade repre- 
sents a leakage of purchasing power, and a reduction in this 
leakage calls for a cut in domestic outlay; otherwise the pres- 
sure of purchasing power in the domestic economy would in- 
crease, with the result of an expansion in money income, a rise 
in prices and so again a reduced capacity to export. Neglect of 
this relationship since the war may have been due to the influ- 
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ence of pre-war depression economics. For, in conditions of 
general underemployment, the relation is not equally valid: 
there is room for a quick expansion of total output, for home 
use as well as for export. At full employment this possibility 
does not exist, and any attempt to correct the external deficit 
then calls for complementary action on the domestic income 
flow. ‘“‘ Disinflation” in this sense has a clear and definite 
meaning though I realize that the word has been used in other 
senses also (especially in connection with the problem of sup- 
pressed inflation). 

The need for preventing inflation has, of course, been fairly 
widely recognized by the dollar-deficit countries, at any rate in 
Europe. The rearmament drive and the raw-material crisis 
brought even in England a temporary loss of control in 1951. 
But in the last twelve months price levels in most parts of 
Western Europe have been kept stable, and that is true even of 
France. At least in this respect the climate today may have be- 
come more favorable for a step forward in foreign exchange 
arrangements. 

In the longer run, it may be that a number of circumstances 
make the control of inflation particularly difficult in the weaker 
countries in the present-day world. Quite apart from defense 
requirements, the doctrines of full employment and the welfare 
state make a strong appeal to some countries. Moreover, there 
is the great attraction which the American standard of living 
exercises on masses of people outside the United States. Close 
contact and modern communications stir up new wants, and so 
it becomes peculiarly hard for the poorer countries to keep their 
money incomes in line with their productive capacity, or, in 
other words, to live within their means. How much easier it 
must have been to live within one’s means in the nineteenth 
century when the “ blessings of civilization” (a favorite Vic- 
torian term) did not include the radio, television and American 
movies! 

This brings us to the contribution that a surplus country can 
make to the solution of the problem. For in the nineteenth 
century there was another reason why a persistent imbalance in 
international trade and payments did not arise, and that was the 
action of the leader at that time in unilaterally scrapping all 
tariff protection while exporting capital on a relatively very 
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large scale. These things nowadays are easily forgotten, but 
important to remember if historical perspective is to help us.° 

Our rule of reciprocity in tariff negotiations is a good rule in 
some ways, but it does not help to correct the particular prob- 
lem of disequilibrium in the international balance of payments. 
The United States has made sizable reductions in its tariff 
duties, but only after long and hard bargaining in return for no 
less sizable tariff cuts abroad. Since foreign countries, how- 
ever, have been in deficit with us, we have had to agree to their 
restricting imports from us; and, since reciprocity has elimi- 
nated the tariff method for this purpose, we have had to let 
them do it—under present international arrangements— 
through quantitative trade and currency controls. In these 
circumstances the reciprocity rule has tended to produce a para- 
doxical and undesired result: tariff duties in foreign countries 
have been replaced by direct import controls and inconvertible 
currencies. Had the United States tariff cuts been unilateral, 
the deficit countries would not have been called upon to reduce 
their tariffs and would have had less need for the objectionable 
direct controls. 

The principle of reciprocity stems in part from the general 
idea of equality in international relations. But at least in eco- 
nomic affairs it is useless to pretend that all countries are equal. 
The world’s most prosperous and powerful nation—Great Brit- 
ain a hundred years ago, the United States today—can do things 
that weaker countries, with low reserves or external deficits, 
with the terms of trade to worry about or infant industries to 
protect, cannot so easily do. 

“Trade, not aid ” is a slogan invented in Europe and of spe- 
cial interest to Europe; for the American tariff, affecting as it 
does manufactured articles above all, has always been specifi- 
cally anti-European in its effect. The last Economic Survey of 


6 A frequent attempt to call into question the relevance of the comparison 
is to say that Great Britain was highly dependent on imports of food. The 
answer is that she chose to make herself dependent, and that the resulting 
specialization contributed to the fourfold rise in her living standard which 
accompanied the fourfold increase in her population during the nineteenth 
century. Had she continued protection, she would have remained more self- 
sufficient, with a smaller gain in real income per head and perhaps with 
more of her people emigrating overseas. 
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Europe points out that the real volume of United States im- 
ports from Western Europe in 1951, though swollen by defense 
items, was less than in the late 1920s.’ The Survey (p. 108) 
also reveals the astonishing fact that the rest of the dollar area 
(that is, mainly Canada, Cuba, Mexico, Venezuela and Colom- 
bia), whose combined purchasing power is a small fraction of 
that of the United States, imports more from Europe than the 
United States does. This reminds us once more that in markets 
outside the United States European goods are already well es- 
tablished. It is above all in the United States itself that they 
need to expand their small and precarious foothold. 

“Trade, not aid”, while good enough for Europe, does not 
meet the needs of the world’s backward areas. There the call is 
for American capital, through private investment or otherwise. 
In the nineteenth century the greater part of overseas invest- 
ment was for railway construction and loans to governments. 
If one recalls that most of it went to the “ empty ” and fertile 
plains in temperate regions, including North America, and was 
associated with a great: migration of people to these places, one 
may wonder what hope there is for re-creating the nineteenth- 
century pattern of international investment. All the more 
imperative is it to devise a new pattern adapted to present needs 
and conditions. 

Much is heard nowadays of the unfavorable climate for pri- 
vate foreign investment. This includes political, social and 
cultural difficulties, but in many areas the physical environment 
too is unfavorable because of the lack of basic public facilities 
and services such as transport, power, waterworks and sanita- 
tion. In the economic development of the United States public 
authorities played a leading réle in the drive for “ internal im- 
provements”.° There is much room today for international 
financing of public improvements. Until the backward areas 
have acquired a skeleton structure of such overhead facilities, 
conditions will not be particularly attractive for the more di- 
versified and smaller-scale business investments there. 


7 Economic Commission for Europe, Economic Survey of Europe Since the 
War (Geneva, 1953), p. 104. 


8 See Carter Goodrich’s illuminating studies in the Political Science 
Quarterly, March 1948 and September 1949. 
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Such financing as may be feasible on these lines should be 
based, of course, on the intrinsic merits of the schemes and not 
on balance-of-payments grounds. Yet it could make a welcome 
contribution to the necessary balancing of our accounts with 
the outside world as a whole—which is the basic condition of 
convertibility.® 

To say that accounts are already in balance now, because of 
United States government aid, would put a strain on the con- 
cept of balance. Most of the current and recent aid programs 
have been felt even by some recipients, but especially by the 
donor, the United States Congress, to be an abnormal and un- 
desirable feature of international life. Foreign aid has been, on 
the whole, wise and generous. But an American export surplus 
financed in this way is not a position of equilibrium; it cannot 
go on. If the United States is to have a trade surplus at all it 
must be based on acceptable forms of long-term capital export. 

The various parts of the formula discussed make up an inter- 
related whole; no single element can be relied upon to solve the 
problem alone. And, needless to say, everything rests on the 
assumption that no serious recession is allowed to develop in the 
United States. 

The present state of international trade in the free world is 
not at all bad. The real volume of world trade in 1951, the 
latest year for which the annual index is available, was 35 per 
cent above the level of 1937. Not only the foreign trade of the 
United States but also intra-European and sterling-area trade 
have contributed to this expansion. The setback that occurred 
in 1952 seems to have been very slight. The visible dollar gap 
has shrunk. In 1952, excluding military aid, the United States 
export surplus not covered by private investment and remit- 
tances was not much more than one billion dollars. But the 
dollar gap cannot really be measured by a simple figure like 


% Since a part of it is bound to create additional United States exports, it 
can be argued that foreign investment of this sort is less effective for the 
balancing purpose than accommodating finance direct to deficit countries on 
balance-of-payments grounds. The leakage into additional United States 
exports could be kept down if “tying” were avoided, and could in any case 
be offset by a larger amount of investment. In my view, foreign invest- 
ment should not, however, be relied upon as the only balancing factor; I am 
treating it here as part of a composite prescription. 
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this. Much of the improvement in 1952 must have been due 
to stricter controls and discrimination, including the drastic im- 
port cuts of the sterling area last year. What is wanted is not 
simply an accounting balance, but a balance that can be main- 
tained (with, of course, possible swings in either direction) 
without the need for the obnoxious discriminatory restrictions. 

The convertibility of currencies is much to be desired. There 
are various degrees of convertibility; the goal is likely to be ap- 
proached step by step. Some modest and limited advances may 
now be technically feasible. The more basic conditions for a 
substantial and durable advance still need to be more firmly 


established. 


REMARKS 


CHAIRMAN WHITMAN: Thank you very much, Dr. Nurkse, for a 
most interesting paper. 

The third paper will be presented by Dr. Gottfried Haberler, of 
Harvard University. Besides teaching at Harvard and the University 
of Vienna, Dr. Haberler has been adviser to the League of Nations 
and to the Federal Reserve Board in Washington, and is also the au- 
thor of numerous books and articles. He will discuss the subject, 
“The Foreign Trade of Western Europe: Accomplishments and Pros- 
pects”. Dr. Haberler! 


Dr. GoTTFRIED HABERLER: Being the last speaker on the program, 
I shall try to be as brief as I can. And I can be rather brief, because 
the previous speakers said a number of things much better than I 
could do, things which I wanted to say myself. I shall concentrate 
primarily on the first part of my assignment, the accomplishments, be- 
cause it is much easier to say what has been done or what has happened, 
than it is to foresee what is going to happen. 
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THE FOREIGN TRADE OF WESTERN EUROPE: 
ACCOMPLISHMENTS AND PROSPECTS 


GOTTFRIED HABERLER 


Professor of Economics, Harvard University 


I 


T is well known that economic recovery in Western Europe 
| after the war as measured by real output and income has 
been fairly satisfactory and rapid. In every country 
(with the sole exception of West Berlin) industrial production 
is well above that before the war—in Western Germany where 
recovery had a much later start 20 per cent, and for the rest of 
Western Europe about 50 per cent above the 1938 level. 
Total output has risen less, because agricultural production 
was slower to recover. Real national income per capita of the 
population has risen still less for the following reasons: growth 
of population, losses of overseas investment income (estimated 
by the Economic Commission for Europe at about 1 per cent 
of the aggregate product of Western Europe '), and deteriora- 
tion in the terms of trade averaging (in 1951 as compared with 
1938) about 3 per cent of the product of the whole area.” 
Taking these factors into consideration ECE estimates that real 
national income per capita of population in 1951 was still lower 
than before the war in Western Germany, equal to pre-war in- 
come in Italy, less than 10 per cent higher in the Netherlands, 
10-15 per cent higher in the United Kingdom, France and 
Denmark, 20 per cent higher in Switzerland, 25 per cent higher 
in Belgium, over 30 per cent higher in Sweden. 
Real private consumption per capita which we may take as a 


1 Most figures in this paper are taken from Economic Survey of Europe 
Since the War: A Reappraisal of Problems and Prospects, Economic Com- 
mission for Europe, United Nations (Geneva, 1953). This excellent report 
is an inexhaustible storehouse of information. The figure of 1 per cent refers 
to Western Europe as a whole. Its incidence on the various countries is, of 
course, very uneven, but for none was the loss more than 3 per cent. 


2In 1951 the terms of trade were especially unfavorable and in 1938 
especially favorable for Europe. 
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rough index of economic welfare has gone up still less because a 
larger part of the national product is being invested or used by 
governments for unproductive (including military) purposes. 
It is impossible to give a concrete figure for average private 
consumption but it is probably a little higher than before the 
war on the average, although somewhat lower for some coun- 
tries. The great change in the income distribution (in the 
direction of greater equalization) which has taken place in 
many European countries makes comparison difficult with that 
before the war. 

This is, on the whole, an encouraging picture, and recovery 
has been quicker than was generally expected, though this 
would not have surprised John Stuart Mill or Alfred Marshall. 
Mill speaks of the wonder which has been so often excited by 


the great rapidity with which countries recover from a state of 
devastation,—the disappearance, in a short time, of all traces of 
the mischief, done by earthquakes, floods, hurricanes and the 
ravages of war. ... The possibility of a rapid repair . . . mainly 
depends on whether the country has been depopulated. If its 
effective population have not been extirpated at the time, and 
are not starved afterwards; then with the same skill and knowl- 
edge which they had before, with their land and its permanent 
improvements undestroyed, and the more durable buildings prob- 
ably unimpaired, or partially injured, they have nearly all the 
requisites for their former amount of production. 


Marshall had this to say: “ Ideas, whether those of art and 
science or those embodied in practical appliances, are the most 
‘real’ gifts that one generation receives from its predecessors. 
The world’s material wealth would quickly be replaced, if it 
were destroyed but the ideas by which it was made were re- 
tained.” * 

Whatever we may think of the concrete formulation by the 
classical masters of the precise conditions for quick economic re- 
covery—Marshall’s concept of “ideas” certainly needs careful 
interpretation so as to include certain principles of social order 
and public policy—the great wisdom of their guarded optimism 
and of their emphasis on nonmaterial factors (as against physi- 


3 Principles of Economics, 8th ed., p. 780. For Mill’s statement see 
Principles of Political Economy, Book I, chap. 5, Sec. 7. 
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cal destruction) has again been fully vindicated. It shines 
brightly compared with the many modern prophecies of eco- 
nomic doom and stagnation of the West, of incurable dollar 
shortage and all the rest. 


II 


It is equally well known, however, that Europe’s balance of 
payments is not as satisfactory as the recovery of output and 
national income. True, here too great progress has been made. 
The current deficit of Europe with the dollar area has been 
sharply reduced from about $7 billion in 1947 to something 
between $2 and $3 billion in 1952. (These are the figures 
given by the Organization for European Economic Co-opera- 
tion. The exact size of the deficit depends on the classification 
of some doubtful items and is probably smaller than the figure 
indicates. But as a measure of improvement the quoted figures 
are acceptable.) But there is still an uncomfortably large dol- 
lar gap. Moreover, the situation is precarious inasmuch as the 
dollar reserves of most European countries are insufficient to 
take care of even a moderate widening of the gap which may 
easily occur, and the gap would be much larger, if uneconomic 
and discriminatory trade restrictions were removed. 

But let us have a look below the surface of the over-all Euro- 
pean deficit. 

The first thing to observe is significant differences in the 
balance-of-payments position of different countries. The situa- 
tion has frequently shifted over the last few years and various 
countries have changed their relative positions. But as time 
goes on, a clear pattern emerges: Those countries that have fol- 
lowed strict financial policies, that have kept inflation in check 
by courageously applying the monetary brakes, by tightening 
credit and balancing their budget, were able to improve their 
over-all balance and even to move in the direction of dollar bal- 
lance. The Netherlands, Western Germany and Denmark are 
striking examples. Great Britain, since she rediscovered and re- 
applied monetary policy under the Churchill government, has 
also moved in the direction of equilibrium and convertibility. 
France is the great laggard at the present time. There is a per- 
fect correlation between the balance-of-payments position of a 
country and its internal monetary policy. This is all the more 
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significant, because the degree to which a country’s economy 
has been damaged by the war turns out to be of only secondary 
importance except indirectly if it induces lax financial policies. 
Surely Holland and Germany were much harder hit by the war 
than were France or the United Kingdom. 


Ii 


I come now to the trade situation proper. This is the really 
crucial problem, because balance of payments, convertibility 
and all that are, after all, only the financial conditions and 
means to the basically important economic ends—the export 
and especially the import of goods and services. 

The over-all trade picture of Western Europe (as presented 
in the above-mentioned ECE report) will be found, by many, 
surprisingly favorable and superficially in contradiction to the 
precarious balance-of-payments position. It appears that in 1951 
exports from Western Europe as a whole to other areas (includ- 
ing Eastern Europe), measured in physical volume (that is to say 
in dollars of constant, 1948, purchasing power—after eliminat- 
ing the inflationary rise in prices), were 40 per cent greater than 
in 1938, while the volume of imports (also in 1948 dollars) was 
about 10 per cent smaller than in 1938. These figures reflect a 
considerable progress toward an adjustment, although the sub- 
stantial rise in exports was not sufficient to cover completely the 
losses on investment income, deterioration in terms of trade, and 
lower net income from trade in services. 

But the global figures conceal almost as much as they reveal. 
Let us look at their composition. The improvement in the 
over-all volume of trade did not result in an improved dollar 
balance. The reason is that, although Europe’s exports to the 
dollar area increased by more than one billion dollars (at 1948 
prices), that is, by more than 50 per cent from 1938 to 1951, 
imports from the dollar area increased even more. Trade with 
Eastern Europe shrank to a fraction of what it was before, im- 
ports falling more than exports. Exports to the overseas ster- 
ling area rose sharply, and even more so exports to non-British 
(mainly French) dependent territories, while imports from 
these areas hardly changed. The balance of trade with non- 
dollar Latin America and other overseas countries shows a small 
rise in exports and a substantial drop in imports. 
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The picture which emerges is roughly as follows: While the 
traditional European deficit with the dollar area in general and 
the United States in particular is approximately as large as it 
was before the war (in constant purchasing power; in “ cur- 
rent, undeflated dollars” it is, of course, much greater), the 
trade balance with other overseas areas has “improved”. This 
“improvement ” is, however, no real improvement at all, but 
reflects three factors: (1) loss of investment income; (2) de- 
terioration in the terms of trade; (3)—and this is a rather im- 
portant and interesting fact—substantial capital exports espe- 
cially by the United Kingdom and France to their respective 
affiliated areas (sterling bloc and franc bloc). French capital 
investments in the overseas franc area are mainly of the public 
kind, executed in connection with the Monnet Plan, and are 
estimated by ECE at $300 to $400 million annually during the 
last few years. (It is to be hoped that they are better con- 
ceived than the famous British experiment in public foreign in- 
vestment, the ground-nut scheme which turned out a total 
loss.) The British capital exports consist partly of drawings by 
India, Pakistan, Ceylon and Iraq on their accumulated sterling 
balances and partly of private capital exports, mainly to Aus- 
tralia and the Union of South Africa, estimated by ECE at over 
$3 billion (equivalent) for 1946-51. It is interesting to ob- 
serve that, while the independent sterling area imposed a heavy 
strain on the sterling area balance of payments, the colonial 
dependencies accumulated sterling balances (that is, exported 
capital) of more than half a billion pounds sterling between 
December 1946 and June 1952. In other words, the colonies, 
West Africa, Gold Coast, and so.on, helped in great measure to 
finance Australia’s overambitious and hasty industrialization. 
This industrialization policy which was severely criticized by 
Colin Clark and the London Economist has reduced the output 
of food and raw materials; it thus increased world demand for 
dollar food and intensified the dollar shortage. 

It is furthermore not entirely a coincidence that the Nether- 
lands and Germany, countries bereft of colonial empires and 
affliated currency areas, were able to move closely to dollar bal- 
ance, while France and the United Kingdom with their huge 
overseas areas still have large dollar deficits. In 1951 Western 
Germany’s export volume outside Western Europe (valued at 
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constant dollars) was still somewhat below that of undivided 
Germany in 1938, because her exports to Eastern Europe (in- 
cluding Russia) had fallen to a fraction of the pre-war volume. 
But the volume of her exports (at 1948 dollars) to the dollar 
area and other overseas countries exceeded the exports of un- 
divided pre-war Germany—a remarkable achievement.* True, 
exports of France and the United Kingdom have risen even 
more, absolutely and percentage-wise. (This is not surprising, 
because the German recovery had a much later start. It began 
with the currency reform and inauguration of liberal economic 
policies in 1948.) But too large a part of French and British 
exports has gone to their respective currency areas and has been 
of the “ unrequited ” kind; that is, they are exports without 
current quid pro quo in terms of imports. 

It is a great disadvantage of regional currency blocs (entirely 
overlooked by its proponents), such as the sterling area and 
French franc area, that the more inflationary and undisciplined 
members put a heavy burden on the central reserve of the bloc 
and reduce the dollar export and earning power of the other 
members by sucking in resources in the form of import sur- 
pluses. (The same holds true of the European Payments 
Union, although to a lesser degree because of the quota limita- 
tion and part-gold payments which limit the extent to which 
improvident members can live at the expense of the frugal 
members in the Union.) 


IV 


These are the achievements. They are by no means negli- 
gible. But let us now ask, what remains to be done and what 
are the prospects for the future? 

In order to achieve dollar balance either exports to the dollar 
area have to be increased or imports from the dollar area re- 
duced by finding substitutes for dollar supplies in Europe itself 
or elsewhere. If it were possible, as it should be, to displace 
American exports by European goods in third markets, in Latin 
American and elsewhere, the European demand for dollar goods 
would be reduced or Europe would be enabled to earn dollars 
and pay for her imports from the United States triangularly. 


4ECE Report, p. 104. Total German exports, including those to Western 
Europe, were above pre-war volume. 
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It should be observed that, provided those third countries are 
themselves in dollar balance and willing to play the triangular 
trade game, displacement of United States exports in those 
countries by European exports would automatically create the 
dollar surplus, from which Europe could be paid in dollars. 

What are the chances that all this will happen and in what 
proportion should these various types of adjustments be 
attempted? 

Now, I am not going to forecast what actually will happen. 
Many things may happen which would interfere with the ad- 
justment process that cannot be foreseen. There may be a new 
flare-up of inflation abroad or simply a letup in disinflationary 
policies; there may be a recession in the United States, and even 
a very mild one would have most serious repercussions on the 
balance of payments; there may be a recrudescence of import 
restrictions in the United States, especially in case business ac- 
tivity began to slip from its present high level. 

But I do not want to engage in the morbid game of enumer- 
ating everything that may go wrong; it would be easy to think 
of all sorts of policies and accidents that would immediately re- 
sult in a widening of the dollar gap. Let us assume that these 
mistakes are avoided; that the guards against inflation abroad 
are not let down but strengthened where necessary; that bar- 
riers against imports in the United States are reduced, at least 
not raised; and that a recession in the United States is avoided. 

Under these conditions I see no reason why the European bal- 
ance of payments should not continue to improve and payments 
equilibrium be achieved speedily. 

Take European exports to the dollar area. They have risen 
by more than 50 per cent from 1938 to 1952. Why should 
they not continue to grow? Naturally, if trade barriers, the 
United States tariff and customs red tape, were reduced, results 
could be achieved more easily and quickly. But, despite the 
tariff, United States imports, in real terms, have steadily grown 
since the war, and the supply of American dollars to the rest of 
the world (through the import of goods and services, private 
donations and long-term capital exports minus United States 
investment income from abroad) is much greater than before 
the war—not only greater than in 1936-38, but also substan- 
tially greater than in 1927-29. The dollar shortage has been the 
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result of greater need and stronger demand for dollars and dol- 
lar goods and larger United States exports rather than of re- 
duced supply of dollars and smaller United States imports. 
Moreover the intensification of the dollar shortage and periodic 
dollar crises which occurred every odd year since the war— 
1947, 1949, 1951, let us hope that this cycle will be broken in 
1953!—-were due to a much larger extent to periodic spurts in 
demand for dollars, than to slumps in supply. 

The dollar area does not consist of the United States alone. 
It also embraces Canada, Mexico, Venezuela, Colombia, Cuba. 
In those countries Europe competes with the United States on 
equal terms unhampered by the United States tariff. Trade re- 
strictions there do not discriminate against European imports in 
favor of American industries as the tariff and customs red tape 
do in the United States (except in Cuba where the United 
States still enjoys preferential tariff treatment which was, how- 
ever, substantially reduced in 1951; in Canada, on the other 
hand, the United Kingdom is favored by the régime of “ Im- 
perial Preferences”). If European prices (and delivery dates) 
are competitive, Europe should be able to make rapid headway 
in those markets. Since we can take it for granted that Euro- 
pean productive capacities are by now sufficient to produce and 
deliver many things (in the same qualities) which the United 
States exports, the extent to which European exports are able 
to displace American exports in those markets may be taken as 
a sort of test as to whether European price and cost levels are 
still too high compared with the United States; in other words, 
whether European currencies are still overvalued, and whether 
further disinflation or currency devaluation is necessary. 

The same is true of non-dollar Latin America, Brazil, 
Argentina, Chile, and so on, with the important difference that 
those countries suffer themselves from a dollar deficit. Hence, 
even if Europe displaces America in exports there, which it has 
already done to some extent, it will be difficult to obtain dol- 
lars. In other words, inflation in Brazil and the disastrous pol- 
icies of Perén in Argentina—the counterpart of Australia in the 
Western Hemisphere—spoil the natural triangular pattern of 
trade and reduce the supply of food which Europe used to ob- 
tain from Argentina. There is here a splendid opportunity for 
the International Monetary Fund to play a useful rdéle, not so 
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much in the case of Argentina which is not a member of the 
Fund, but in some of the other Latin-American countries. If 
inflation were checked in Brazil and the cruzeiro sufficiently de- 
valued to equilibrate the Brazilian over-all balance of payments, 
Europe should be able to undersell the United States in many 
lines and earn dollars from Brazilian coffee exports. Brazil 
would benefit from lower import prices, Europe would earn 
dollars and this would give a break to the American taxpayer 
who could buy what previously was exported to Brazil (or an 
equal amount )—which closes the circle, leaving everybody con- 
cerned better off than he was before. 

It surely should be possible to develop substitutes for dollar 
imports in the independent sterling area and to pay for them 
with increased European exports. This will require policy 
changes in Australia and elsewhere.” Their forced and over- 
ambitious industrialization policy should be changed and pri- 
mary production which has been handicapped and discouraged 
should be stimulated or at least given a fair chance. Colin 
Clark in various writings has given his countrymen well- 
deserved criticism and good advice. If the good intentions in 
that respect expressed at the last Commonwealth Conference 
are carried out, an alleviation of the demand for dollar goods 
and of the dollar shortage can be expected. Needless to say, 
capital investment by the United States in all those areas 
would facilitate and hasten the process of readjustments. 

Let me now summarize: What I have done in this paper is 
to emphasize the quick recovery from the ravages of the war 
and then to indicate the extent to which the trade position of 
Europe has been adapted to the new economic situation. Eu- 
rope has gone two thirds or three quarters of the way to dollar 
balance and it should not be beyond her economic powers to go 
the remaining distance to dollar solvency. 

It is often said that the last step is harder than the earlier 
ones; that it is more difficult to eliminate the last billion of the 
dollar deficit than the preceding ones. In my opinion there is 
no justification in this contention. It springs from a false 
analogy with the problem of eliminating unemployment. It 

5 1f the affairs of the independent sterling countries had been as prudently 
managed as those of the dependent sterling colonies, the dollar problem of 


the sterling area would be largely solved by now! 
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certainly is easier to get out of a deep depression than to elimi- 
nate the last pockets of unemployment and achieve literally full 
employment. But if it was possible to reduce a dollar deficit 
from $7 billion to $2 billion, there is no reason why the hurdle 
of the last $2 billion should be harder to take than the earlier 
ones—provided the other conditions, such as production capac- 
ity and level of prices in Europe, level of activity and import 
restrictions in the United States and elsewhere, are the same. 
Surely these conditions are more favorable now than they were 
four or five years ago. (Of course some of these conditions may 
again become less favorable; but that has not yet happened ex- 
cept to particular countries. The rise of German and Japanese 
competition has made it harder for the United Kingdom to 
push exports.) The difference between the elimination of un- 
employment and that of a balance-of-payments deficit is that 
unemployment cannot fall below zero *® while a deficit can pass 
the zero mark and become negative, that is, can turn into a 
surplus. 

I am aware that I have not indicated the methods by which 
the last step toward dollar balance should be initiated. I have 
not given a blueprint for policy. Nor have I indicated in what 
proportion the dollar gap should be closed by an increase in 
European exports (of goods and services) to the United States, 
by reduction of imports from the United States to Europe, and 
by displacement of American exports in third markets. 

As to this last question, it seems to me of little use to make 
elaborate guesses or to set up targets that exports to the United 
States should or will go up by so and so much, imports from 
the United States should or will be reduced by so many million 
dollars, and soon. The time has passed for that sort of pseudo- 
planning of which we had so much during the post-war period. 
What ought to be done is to pursue proper policies which en- 
able the forces of the market, demand and supply, that is to say 
the price mechanism, to determine those proportions according 
to the principles of comparative cost. These problems are much 
too complicated to be solved in any other way; they cannot be 
settled by a planning board and the outcome can hardly be 
foreseen by a statistical office, however well-informed, well- 


6 Disregarding so-called “ overfull employment”. But this neglect is quite 
justified, because overfull employment is a highly unstable situation. 
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trained and well-intentioned it may be. There simply is no ra- 
tional substitute for the market mechanism. 

As to the proper policies which would create a suitable 
framework within which the market mechanism can solve those 
problems of adjustment, I am sure you do not expect me in a 
thirty-minute talk to outline a full program. Let me simply 
say this. The main ingredient of such a policy in the deficit 
countries must be disinflation and if disinflation cannot be car- 
ried far enough, because in view of rigid wages and prices it 
would create too much unemployment, currency devaluation 
must be resorted to or, still better, exchange rates must be al- 
lowed to find their own level. Needless to say, the United 
States and other surplus countries must play their part too or 
else the burden placed on the dollar-deficit countries in Europe 
or elsewhere would become too heavy. The degree of disinfla- 
tion or devaluation in Europe needed to restore equilibrium de- 
pends, among other things, upon the level of activity and the 
degree of import restrictions in the United States. The lower 
the level of economic activity in the United States, the higher 
the tariff wall; and the smaller United States foreign aid and 
foreign investment, the more disinflation, deflation or devalua- 
tion by the deficit countries is needed to enable them to balance 
their international accounts. It should be clear that the toler- 
ance of Europe for deflation and devaluation is not very high. 
If we make it hard for them to achieve equilibrium, we shall 
get, at best, a high degree of discrimination against our exports 


or, more likely, shall create serious economic and political in- 
stability. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN WHITMAN: Thank you very much, Dr. Haberler! I 
am sure all of the audience were amazed at the facility with which 
Dr. Haberler has handled this complex subject with plenty of facts 
and figures and without reference to notes. I was certain at the start 
that he must have the figures written on his cuff, but I can assure you 
he did not. 

In closing this afternoon’s session I am sure I express the thoughts 
of the group in thanking our three speakers for a most interesting 
program. 
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THE PROBLEM OF INTERNATIONAL BALANCE 


INTRODUCTION 


LEWIs W. DOUGLAS, Presiding 


Former Ambassador to Great Britain 
President, Academy of Political Science 


Uf sumot of the Academy and its Guests: I always 


stumble through my obligations as the Chairman, and 

I shall stumble through them in a more perceptual 
way this evening because I confess that I have forgotten the 
notes that I didn’t write, and have left them at home. 
[Laughter] 

The subject for discussion this evening is “ The Problem of 
International Balance”. This is an issue which is not new; it 
is an issue which in fact has been with us for a third of a cen- 
tury. If you will recall the disturbance in the exchange rate 
of sterling, the temporary equilibrium which it recovered in the 
20’s, the behavior of the French franc, the abandonment of 
gold in 1931, the invocation of a paper standard supported by 
stabilization funds during the 30’s, it will be difficult for 
any one to refute the statement that a disequilibrium in the 
international economic and financial system is not a new phe- 
nomenon. 

It took World War II to make this unbalance an unmis- 
takable fact of life. A great many have attempted to establish 
international institutions in an effort to restore some sort of 
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equilibrium. There were the Bretton Woods Agreements under 
the terms of which these international agencies were established. 
There is the Schuman Plan. There is the undertaking to estab- 
lish the European defense community. There is the United 
Nations with its various subsidiaries. And yet, in spite of all of 
these international institutions, we are still perplexed by this 
problem. 

I am not going to complicate the problem by introducing a 
reference to the extremely disturbing influence of the rise of 
Soviet power, but we are all still perplexed and greatly confused 
by the issue which is the overriding issue of our time. 

Possibly we might clarify the issue somewhat if we were to 
define the various methods by which international order might 
be restored. Most of us subconsciously would prefer to return 
to that type of order which existed prior to 1914. It rested 
upon the hypothesis—indeed upon a standard of behavior and 
not a hypothesis, and that standard of behavior was that each 
international system was thoroughly prepared to make the in- 
ternal adjustments in prices and costs which were necessary to 
preserve an external fixed value of money. 

Over the course of thirty years there has developed an alter- 
native standard of behavior, and there was no more articulate 
advocate of that standard than President Roosevelt. It was 
that internal adjustments or internal criteria should be in- 
flexible, and that the external factors should be the moving 
points—quite incompatible with the old standard. 

In more recent times there has developed still a third alterna- 
tive, and that is that an inflexible external value of money 
should be maintained by a whole series of restrictions, limita- 
tions and prohibitions. On which of the three horns of the 
dilemma the world will be gored is cloaked in the mystery of 
the future. Possibly one of the speakers this evening will be 
able to throw some light upon the resolution of this dilemma. 

Unhappily, Professor Viner, who was to have spoken this 
evening, has become seriously ill. I am sure that you will all 
join with me in extending our sympathy. 

Happily there is a gallant and a valiant person who has 
agreed to speak on the economic policy of this country in 1953. 
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He is one of the most distinguished citizens of the New York 
community. He is the head of one of the most distinguished 
universities in the world. He has had a wide experience in the 
field of international politics and economics. He is a scholar of 
renown and of great repute; a person who, by reason of his 
position as well as by reason of his own intellectual attainments, 
is associated with this institution, and has maintained for a long 
period an intimate relationship with it. The President of 
Columbia University, Dr. Grayson Kirk! [Applause] 


THE PROBLEM OF EQUILIBRIUM 


GRAYS@N L. KIRK 


President Columbia University 


R CHAIRMAN, Ladies and Gentlemen: I learned last 

M night that Professor Viner was so ill that he could not 

possibly plan to be with us. Later when I learned the 

second dismal fact about the situation, that it seemed as if I 

must inflict myself upon you for a short time, I was exceedingly 

unhappy about the prospect. Now it is your turn very shortly 
to be equally unhappy about it. [Laughter] 

Our Chairman spoke of this situation as being somewhat con- 
fusing. It is even more confusing than I think he realizes, be- 
cause I am not an economist and I make no pretenses of that 
kind. However, when this call reached me last night, I did 
hurry to open my program and to learn that the subject for the 
evening’s discussion was to be “ The Problem of International 
Balance”. I thought this was sufficiently broad so that it might 
cover almost anything that I could conceivably want to say to 
this distinguished gathering. 

I find tonight that within the last twenty-four hours ap- 
parently the topic has again been changed, and the broad sub- 
ject is international economic policy, about which I am com- 
pletely ill-equipped to speak, and for the discussion of which I 
shall certainly want to defer to the distinguished speaker who 
follows me and who is an expert of renown in his own right. 

But last night when I thought about this for a moment, it 
seemed to me that perhaps it might be useful if I were to discuss 
this subject, which now seems to have been discarded, of inter- 
national balance, because the notion of balance is one which has 
caught the imagination of people individually and in groups for 
a long time. 

We think of it individually when we say (as perhaps some 
might say shortly about the present speaker) that a person is 
unbalanced. [Laughter] And we talk about a balanced 
budget—oh, not in academic circles, I assure you. [Laughter] 
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Not even always in governmental circles. But, nonetheless, 
people still do talk about a balanced budget as a desirable goal. 
I shall not dispute that one way or another, but the notion 
of equilibrium, of balance, in our affairs is one that has been so 
much of a subject of discussion that I thought I might talk a 
little in very general terms about its meaning and significance. 
In political and economic matters, we have talked for a long 
time about equilibrium. We have assumed that an equilibrium, 
or, if you like, a balance, would be the best possible harbinger 
of peace, and many people in the past have talked about the 
concept of the balance of power as a guarantee of peace. 

In the past, there has been a widespread tacit assumption that 
a balance of power would be a guarantor of peace because 
through the grouping of Powers into a kind of uneasy equilib- 
rium, there might be created a strong deterrent force capable of 
restraining a Power which wished to upset the peace of the 
world. In case of a real threat, there was always the possibility 
of a readjustment in the balance to meet that threat, one which 
would be sufficient to ward it off, if possible, or to defeat it if 
necessary. 

Actually, such an arrangement, though much discussed in 
the past, was, I think, a rationalization about various historical 
phenomena which I have not time to discuss tonight. There 
was a persistent feeling that equilibrium was in itself a desirable 
end of policy. It was felt that, to the degree that such an equi- 
librium could be maintained among various alliance groupings 
of states, a climate would tend to develop which would further 
peaceful types of intercourse, such as international trade, to 
such a degree that they might become substantial deterrents to 
aggressive propensities on the part of any Power or even a group 
of Powers. 

As I say, it is my view that an interpretation of this character 
has been put upon certain historical phenomena which in reality 
did not justify the interpretation. Actually, in the past, when 
such conditions of equilibrium have existed, some important 
states were not committed to one group or the other and their 
freedom of choice constituted a very considerable force for the 
maintenance of peace in the case of a rising threat. Some of 
the experts at times have referred to these as “ balancers ”. 
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It was so for a time with respect to the relationship of Great 
Britain to the Continent of Europe. It was also true with re- 
spect to Western Europe that when this so-called equilibrium 
of the nineteenth century did exist and peace, as far as world 
war was concerned, did exist, many of these states had internal 
problems which preoccupied them greatly. This was not true 
of Great Britain to any great degree, but it was true of Ger- 
many, France and Italy. 

It was also true in the latter part of the nineteenth century 
that colonial opportunities served as safety valves for such 
ambitions for external aggression as some of the rulers of some 
of these states tended to develop. 

Moreover, after Great Britain became committed around the 
turn of the century to France and her associates, the oppor- 
tunities thereafter for flexibility in the equilibrium of Europe 
ceased to exist to the same degree, and the world marched to- 
ward the catastrophe of 1914. 

At the same time, colonial opportunities became exhausted as 
territories uncommitted to European rule progressively ceased 
to be available. 

Also, many of the internal troubles which had beset the Eu- 
ropean Powers in earlier years ceased to be a source of such pre- 
occupation as to lessen tendencies toward aggression. Nonethe- 
less, new strains appeared constantly. For example, certain 
states, such as the German Empire, increased rapidly in popula- 
tion while others such as France remained static. Certain states 
went through very rapid periods of technological development 
while others did not. New and entirely unforeseen strains af- 
fecting the old mid-century equilibrium began to be apparent 
and began to exercise their effect. 

It was likewise true that the notion of equilibrium or balance 
was regarded in the latter part of the nineteenth century as 
most admirable rule of conduct for states in their economic 
relations with eachother. It was assumed that, through both 
planning and chance, the states of the Western World had hit 
upon arrangements in their international economic affairs which 
would provide for the rather steady, easy, almost automatic 
restoration of an equilibrium when it tended to be impaired. 

Thus when an imbalance in trade occurred it would tend to 
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be followed by changes in exchange rates which were largely 
automatic, based upon supply and demand. Such changes in 
exchange rates would in turn be followed by capital movements 
following the more attractive investment opportunities. Inter- 
est rates would be changed. Shifts in international trade would 
then begin to take place, and in due time a new equilibrium 
would tend to be restored. 

The conditions of the operation of this system of economic 
equilibrium depended upon the existence of a reasonably ade- 
quate and a reasonably wide distribution of the gold supply 
among the chief trading nations. Another requisite was the 
existence of a reasonable volume and a reasonable mobility of 
venture capital available for export. Still another requirement 
was that there should be no excessive political interference with 
the movement of trade and the movement of capital. 

Hence, because this was an era of a rapid expansion in the 
world’s gold supply, and because it was a time in which inter- 
national trade grew to a phenomenal extent, these automatic 
readjustments could and did take place to a remarkable degree. 
It was therefore a time in which it was quite possible for people 
to feel that the best of all possible arrangements were being 
practiced and followed by nearly all the major trading nations. 

Obviously, this is a vast oversimplification. Even so, it does 
seem to me that in both the economic and political-military 
fields the notion of balance was looked upon as the ideal toward 
which policy should ever be directed. 

Our situation in the world today is very different. In the 
political and military fields we have lost that flexibility which 
was presumed to exist, and which to some degree did exist in 
the alliance groupings of the latter part of the nineteenth cen- 
tury in Western Europe. Two powerful states, each of which 
has amassed economic and political and military power to a 
hitherto unprecedented level, have emerged upon the world 
scene. Their strategic interests have caused them to expand 
their influence far beyond the old security limits of states of a 
century ago. As they have sought to draw other states into as- 
sociation with them, they have produced that phenomenon 
which we commonly call “ bipolarity ” and about which no one 
is very happy. A world divided into two such bitterly opposed 
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aggregates of power lacks that flexibility which was one of the 
characteristics of the nineteenth-century system. 

Such a bipolar division of power lacks a capacity for adjust- 
ment to meet new situations. It multiplies opportunities for 
internal discord, and external friction. Hence, the uncertainty 
and unease of the present. 

Also the old arrangements have been upset because modern 
communications and modern military arrangements have 
created new security threats to states that were hitherto vir- 
tually secure from the threat of external attack. Of course I 
am talking about aerial warfare, guided missiles, atomic weap- 
ons, and the like. 

Another cause of our uncertainty in these days has been the 
emergence of militant communist imperialism. It is not com- 
munism which is a threat to the world; it is communist im- 
perialism alone which endangers the peace of the world today. 
The distinction is one that is very important for us to maintain. 

In addition, our situation has been upset—if we think in 
terms of equilibrium—by the emergence into conditions of in- 
dependence of so many hitherto dependent states. Today, these 
states are fiercely independent, poorly led in many cases be- 
cause they have not had an opportunity to develop individuals 
of capacity for leadership, and they are militarily weak. They 
have enormously complicated the problem of international 
security. 

In this economic field to which I have referred briefly, we 
have experienced the virtual disappearance of all of the old 
phenomena. No longer is there available that supply of mobile 
venture capital which existed in the nineteenth century. To- 
day, we have governmental controls over capital movements 
and trade policy which are far more effective and far more 
devastating than the old, rather simple, tariff walls of the past. 

There has been a substantial disruption of the trade channels 
of the past, one which has left the economies of Western Eu- 
rope without adequate market opportunities either in the Far 
East or in Eastern Europe. 

Moreover, the overshadowing influence of the United States 
with respect to both trade and financial power has not been 
matched by domestic economic or financial policies which have 
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been sufficiently farsighted to meet the needs of ‘a long-run re- 
adjustment of the world situation. Finally, as everyone knows, 
the world has experienced an entirely new, somewhat unprece- 
dented, use of trade and financial power for political security 
purposes. 

Such a situation of economic, military, and political uncer- 
tainty and lack of equilibrium leaves us with certain basic ques- 
tions which we must attempt to resolve. 

I have no neat answers to the problems posed by this new 
situation; perhaps the time has not yet come when final answers 
can be found. Perhaps final answers are never to be found, ex- 
cept through the inexorable working of history. But today, in 
the uncertain, unstable equilibrium that exists between the ag- 
gregate forces of the East and the West in political and military 
matters, I think we are compelled to think about the question 
of whether either the East or the West is prepared to accept 
anything like the status quo of their relationships as a basis for 
a new equilibrium. 

Are we now prepared, or under what circumstances and 
under what conditions territorially or politically would we be 
prepared, to accept a notion of a new equilibrium? Under 
what territorial or political conditions will those who oppose us 
be prepared to accept a new equilibrium? 

These, I feel, are the major questions that confront us in 
these days, because unless both sides gradually accept some 
notion of equilibrium, we dedicate ourselves to an eventual 
titanic conflict. 

Since, in the past, equilibrium was maintained not alone be- 
tween two groups but between the two or more groups and in- 
dividual powerful states outside the groups, we must ask if 
there is a possibility of restoring political or military equilibrium 
through the emergence of a third force of some kind. Only 
time can answer such a question; but, as of the moment, there 
does not seem to be any potential third force capable of exert- 
ing that influence which can be decisive as a balancing influ- 
ence upon the present aggregations of global power. 

I think we must ask ourselves also whether or to what degree 
this uncertain coalition of the free nations can be held together 
under conditions of lessening tension. It is quite clear that 
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from the record of the past, and I would assume from the 
potentialities of the present, the principle of equilibrium is 
never whole-heartedly accepted by either side as a long-run 
measure. The record of the past has been one of constant ef- 
forts on the part of one individual state or group of states to 
upset the existing equilibrium. 

Therefore, if that principle can be applied to the present 
situation, then to what degree can we hope that the uneasy ar- 
rangements which now hold the Western states together can 
be made to withstand the debilitating influences of a time of 
lessening tension, provided that lessening tension is skilfully 
applied? 

Always we come back to the question of the criteria which 
will determine good will. I have only one suggestion on that 
score to make. The acceptance of any equilibrium rests upon 
an assumption of good faith on each side with respect to the 
other. Such good faith between ourselves and our opponents 
does not now exist, and I do not see how it can be made to exist 
in the near future. 

I would suggest that one simple criterion, one extraordinarily 
promising evidence of good faith, would be the deliberate 
abandonment of the Iron Curtain. If this were to be done, and 
if freedom of opportunity for intercourse were to develop, we 
could then, I believe, regain our old faith in the desire of all 
men and women to know about other peoples, to strive effec- 
tively for peaceful lives for themselves and, even more impor- 
tantly, for their children. Thank you! [Applause] 
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REMARKS BY THE CHAIRMAN 


PRESIDENT DouGtas: President Kirk, thank you very much indeed 
for a very illuminating address. You have introduced what it was 
inevitable that you would introduce, the factor of the rise of Com- 
munist power in the world and the disturbance which it has caused 
in what used to be a conception of the balance of power. 


You have introduced also a fourth alternative, and that is the ac- 
ceptance of unbalance as something which might be desirable in our 
international economic and financial life. 


Since the abandonment of the gold standard in 1931 there has been 
practically no exercise of discipline in international financial and eco- 
nomic affairs. One may not have liked the gold standard; one may 
have attributed to it a great many of what we call the social un- 
pleasantnesses of the nineteenth century; but the gold standard was a 
monetary measure which imposed discipline on the behavior of each 
national system, for every politician was fearful of committing any 
act which would force the abandonment of gold payments. 


He was fearful of committing such an act because he thought that 
the deterioration of currency which would follow as a result would 
throw him out of office. Some were concerned about the damage 
which the abandonment of gold might do to what Keynes and 
Toynbee have both called “‘a world order”. It was a subtle sort of a 
world order; it was a world order which rested upon no formal docu- 
ment, but it was a world order which rested upon an informal sort of 
consent of the governed. 


But since September of 1931 there has been practically no element 
of discipline in the international economic and financial system. 


During the course of the last five years there has developed in Eu- 
rope the Organization for European Economic Co-operation. The 
person who is responsible in large measure for the direction of policy 
of that organization—or at least for the suggestion of policy—is one 
of our principal guests here tonight. 


He is a scholar—and I say that despite the record of his having at- 
tended Yale University. [Laughter] He was an assistant to one of 
our honorary members, that very distinguished man, Charles Rist. 
He has done many important things in his life, and probably no one 
of them as important as the task which he is now attempting to dis- 


[360] 


100 


No. 3] REMARKS 10! 


charge. He is associated with an institution, the Organization for 
European Economic Co-operation and its associate organization, the 
European Payments Union, which is attempting to introduce some 
element of discipline into international economic and financial affairs. 

I take great personal pleasure in introducing to you our guest, 
Robert Marjolin! [Applause] 


POLICY REQUIREMENTS FOR BALANCE IN INTER- 
NATIONAL TRADE AND FINANCE 


ROBERT MARJOLIN 


Secretary-General, Organization for European Economic Co-operation 


WOULD like first to express my very great regret that 

Professor Viner is unable to be here tonight and to wish 

him a speedy recovery from his illness. I, like all of us 
here, had looked forward to the opportunity of listening to him. 
We know him in Europe as one of America’s foremost econo- 
mists. We respect his views because we know they are based on 
great knowledge and experience. 

I understand that Professor Viner was to have discussed 
‘** American Economic Foreign Policy in 1953”. I would like, 
for my part, to look at the problem from a European angle— 
not that the problem is very different, whichever way you look 
at it. Europe cannot be in balance and the rest of the world in 
disequilibrium, or vice versa. What we must aim at is an inter- 
national pattern of trade and payments, into which the major 
areas of the free world will fit harmoniously. What has to be 
done remains the same, whether you look at it from Europe or 
from America. My only excuse for speaking tonight is that I 
have developed, in the course of the experience I have acquired 
in the Organization for European Economic Co-operation dur- 
ing the last five years, certain ideas which I would like to put 
to you. 

When we started immediately after the war—and as a matter 
of fact, even while the war was still going on—to think about 
post-war problems, we were thinking of a glorious future; of a 
world unified from the point of view of trade and payments; of 
a world in which exchange controls and quantitative trade re- 
strictions would be abolished; where discrimination would be 
unknown; and where tariffs would be progressively reduced. 
It is unnecessary for me to say tonight that we are still very 
far from that goal. And that applies with special force to the 
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relations between North America and Europe, which together 
constitute the industrial center—the great economic center—of 
the free world. 


The American Contribution 


If we have not reached our ultimate objective, it is not for 
lack of trying. May I say, here, ladies and gentlemen, looking 
at it from the American point of view first, that never before 
in history has so much wisdom, continuity in policy, generosity 
and courage been shown by any country as by the United States 
since the end of the war. The Marshall Pian was the major 
part of a long effort to help Europe and other countries of the 
world to stand on their own feet again. I am not sure of my 
figures, but I think that in toto the United States has made 
available to the rest of the world, since 1945, about 40 billion 
dollars in the form of gifts or noncommercial loans. 

Moreover, one of the essential conditions for a balanced de- 
velopment of the free world, namely, a rising level of economic 
activity in the United States, has been constantly maintained 
over the last eight years. The United States is now buying in 
the rest of the world, mainly in the form of raw materials and 
foodstuffs, much more than it did before the war. The outflow 
of dollars from this country to the rest of the world is more 
than double, in purchasing value, in real terms, what it was 
in 1938. 


Progress in Europe 


Now, let me turn to Europe. American aid has not been 
wasted. The Europeans have not stood idle. As a matter of 
fact, Europe has a very impressive post-war record. It would 
be out of place to give here a detailed account of this progress 
and I shall limit myself to a few remarks. In terms of cold 
figures, this is what the record shows: 


1. In 1952, Europe’s gross national product reached a level 
27 per cent higher than in 1938. On a per capita basis, 
the increase was 13 per cent. Not only have all the losses 
of the war been made good, but a big increase has been 
recorded. During the same period, industrial production 
rose by 40 per cent. 
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. A large part of the increase was devoted to strengthening 


the economic structure of Europe, to building up defense 
forces against the threat of aggression, to developing the 
overseas countries and territories, with which Europe has 
especially close relations, and last, but not least, to expand- 
ing exports and narrowing the gap in the balance of pay- 
ments. 


. France and England are spending, now, about 12 per cent 


of their gross national product for defense purposes. This 
is a figure not much lower than the American figure. 

Over the period of the Marshall Plan, Western Europe, as 
a whole, has devoted about 20 per cent of its resources to 
gross domestic investments, a considerably higher propor- 
tion, in most countries, than during the inter-war period. 


. Through increase in exports, the deficit in the balance of 


payments has been cut from 7 billion dollars in 1947 to 2 
billions in the first half of 1950 (just before the beginning 
of the war in Korea) and to a still much lower figure in 
1952. In that same year, the volume of European ex- 
ports to the outside world exceeded by about 60 per cent 
the pre-war level, while imports were about the same as 
before the war. The dollar deficit still exists, but it has 
also been reduced considerably in magnitude. I think we 
all must admit that this is a pretty good record of achieve- 
ments. 


The Situation Remains Difficult and Dangerous 


Nevertheless, lest we be too optimistic, the situation remains 
unsatisfactory, in many respects, and dangerous. Very ener- 
getic and speedy action is required to consolidate the progress 
made and to move further toward our objectives. Without 
presenting a detailed analysis, I would like to draw your at- 
tention to a few danger points of special importance: 


1. 


Production has now been stationary in Europe, as a whole, 
for more than a year. Though this is, to a certain extent, 
the consequence of the halt in the rise of prices, it is obvi- 
ous that that stagnation cannot go on for a long time 
without creating serious economic and political prob- 
lems. 
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2. The improvement in the general balance of payments 
which took place in 1952 was due to a reduction in im- 
ports, not to an increase in exports. Exports went down, 
though less than imports. 

. The dollar deficit (excluding defense-support aid, offshore 
procurement and American military expenditures in Eu- 
rope) is still substantial, in spite of stationary production, 
involving, in all likelihood, a reduction in inventories. It 
is probable that the desirable increase in production 
which we all ask for would, temporarily, be accompanied 
by an increase in the dollar deficit. Furthermore, drastic 
restrictions are maintained in many countries on dollar 
imports. Any relaxation would be followed by a widen- 
ing of the gap between dollar earnings and expenditures. 
The gold and dollar reserves in most European countries 
are very low. While in 1938 they represented, for the 
whole of Europe, a sum equal to the value of nine months 
of imports; today they would not cover the cost of more 
than three months of imports. The margin is very small. 
For some countries the situation is even worse. This situa- 
tion, coupled, in some countries, with budget difficulties, 
prevents a move toward a new expansion of production 
and a fuller utilization of Europe’s resources. 

. The situation would become extremely critical, if the 
American economy went through a period of readjust- 
ment and if, for some months, as happened in 1949, 
American imports were to be drastically curtailed. 


Why Have We Not Fully Sueceeded? 


Let us pause for a moment at this point, and ask ourselves 
how it is that, with this great expenditure of money, ingenu- 
ity and hard work, we have not yet solved our problems. 
Why is it that Western Europe (to take an example—I could 
take any part of the world) is still in such a precarious position, 
many countries having still to rely on American aid to balance 
their external accounts? Much criticism has been voiced here 
and in Europe against certain shortcomings or failures of either 
European or American foreign economic policies, or both. 
Frankly, I do not find such an approach very constructive or 
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useful. What I have said before shows that we have no need to 
be ashamed of our past record. 

The Marshall Plan was a great success, but the problem was 
much bigger than we thought. The direct consequences of the 
war, the physical destruction and the financial losses, were of 
much less importance than the tremendous changes which had 
taken place and are still taking place in the world structure of 
prices and production. I have already mentioned the great 
development of European exports to the outside world since 
the war. There is no question that the European balance- 
of-payments problem would have long disappeared, had it not 
been for the great increase, since before the war, in the prices of 
raw materials and foodstuffs—of which Europe is a large im- 
porter—an increase much greater than the increase in prices of 
European exports. As a matter of fact, I can say here that, if 
1938 prices had continued to prevail, Europe would be, today, 
a large creditor in the world and not a debtor. 

Other changes of far-reaching effect have been the drying up 
of trade between East and West, which resulted in the West 
having to rely much more on dollar sources for its requirements 
in raw materials and foodstuffs than before the war. At the 
same time, there was a diminution in the export availabilities of 
primary products in other parts of the free world; for example, 
Argentina and Australia as sources of wheat, and Burma and 
Indo-China as sources of rice. 

The war in Indo-China and in Korea, the need for rearma- 
ment, and the political insecurity which prevails in many parts 
of the free world have all had, and are having, economic and 
financial effects which cannot always be adequately measured, 
but which are, no doubt, of tremendous importance. 

Here I would like to state what is a very deep-seated personal 
conviction. The world in which we find ourselves is not a 
stable world, nor is stability in sight. Change, constant change 
at a rapid pace, is our lot for the rest of our lives and also, prob- 
ably, for our children’s lives. We would be deluding ourselves, 
if we thought of the immediate, or even the long-term, future 
as holding in store for us a return to normalcy, a return to a 


norm defined in terms of the past, be it pre-1939, pre-1929 or 
pre-1914. 
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Policy Requirements 


If the diagnosis is correct, the policy requirements for a stable 
and prosperous world are much greater than we expected a few 
years ago. The United States and Europe have already made 
an enormous effort of adjustment but it is obviously still in- 
sufficient. Further efforts are necessary, and they will be of 
great magnitude. 

Let me point out here that when I speak of additional efforts 
on the part of the United States, I am not thinking of aid. 
American aid has been essential in the past; and it may remain 
so for some countries, either because they are faced with par- 
ticularly heavy defense burdens, or because, as in a very few 
cases, they have been left in a particularly critical position by 
the war or its aftermath, or because they have special structural 
problems, like Italy with its overpopulation. But a general sys- 
tem of aid cannot become established as normal practice. 
Western Europe would not desire this, nor would the United 
States agree to it. Conditions must be created, therefore, in 
which the need for such assistance will disappear. The slogan, 
“Trade, not Aid”, may be an oversimplification, like all slo- 
gans, but it points, nevertheless, to the fundamental truth of 
the matter. 

The first step toward the solution of our difficulties is cer- 
tainly a basic, though informal, agreement on objectives on the 
part of the main countries of the free world. We must know 
where we want to go. 

Here, if you will forgive me, in order to explain what I 
mean, I would like to tell a story—to remind you of an 
adventure that befell Alice, during her visit to Wonderland. 

You will remember that Alice, in the course of her wander- 
ings, got lost, and, while wondering what to do, she met the 
Cheshire Cat. 

““Would you tell me, please, which way I ought to go from 
here? ” she asked. 

“That depends a good deal on where you want to get to” 
said the Cat. 

don’t much care where said Alice. 

“Then it doesn’t matter which way you go”, said the Cat. 
[Laughter ] 
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We must avoid putting ourselves in the same position as 
Alice. The only point I would like to add here is that our ob- 
jective is necessarily complex; it must combine expansion and 
balance. 

It would not be proper for me to say here what the United 
States should do. I am sure, however, that you would be in- 
terested to know what we in Europe feel is the contribution the 
United States could make to an expanding and balanced world 
economy. 

The major contribution is the maintenance of a high level of 
economic activity. The importance of the United States in the 
world economy is so great that the level of business activity in 
this country cannot fail to have a major impact on the trend of 
world demand and on the economic stability of countries with 
which the United States has important commercial and financial 
relations. Such statements as those made recently by the Presi- 
dent and Mr. Humphrey, expressing the determination of the 
Administration to maintain this high level of economic activity, 
will help to strengthen business confidence, not only here, but 
in all countries. 

Another important contribution would be a liberalization of 
American commercial policy. I feel that it is now widely 
recognized in the United States that, if the world is going to 
maintain and expand progressively its imports of American 
primary commodities and manufactured goods, and pay for 
them, the United States should be prepared to take a larger vol- 
ume of goods and services from abroad. Today, European ex- 
porters meet great and, sometimes, insuperable difficulties in 
their efforts to increase their sales in the United States, owing 
to high tariffs in those fields where Europe has a competitive 
advantage, or to quantitative restrictions on the import of cer- 
tain agricultural products. In the same way, European ship- 
ping is handicapped by the subsidies and legislative protection 
granted to American ships. 

I am not talking lightly, and I am not suggesting that you 
do something which would be politically impossible. We fully 
realize the great political difficulties that accompany those 
changes. We know that the American tariff has already been 
substantially cut down; that, for instance, the protection given 
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to American shipping is explained by security reasons. But I 
hope that ways will be found to reconcile legitimate American 
interests and the inescapable position of the United States as the 
leading world Power and the great creditor nation that it is. 

There are a few points which I would like especially to em- 
phasize. The first concerns the prices of raw materials in world 
trade. The unfortunate consequences of large fluctuations in 
these prices have been particularly evident in the past few years. 
You know what happened in the last two or three years, how 
raw-material prices doubled or trebled after Korea, and how 
the result was great inflation in most of the countries produc- 
ing raw materials. You know that this rise in prices was fol- 
lowed by a slump which destroyed the basis on which the bal- 
ance of payments and the budgets of those countries rest. It is 
clear that, if we could secure a certain measure of stability, it 
would make a net contribution to the balance-of-payments 
equilibrium in the world. This is certainly not a matter which 
could be dealt with by the United States alone; but, as the 
largest buyer of world raw materials, United States codperation 
with other countries is essential. Commodity agreements offer 
one way of dealing with this major problem, but it will take 
time to secure them. In the meantime, less formal arrange- 
ments might be found practicable. 

The second point deals with American investments abroad. 
American private investments abroad have been very small 
since the war, except in Canada-and in the oil industry in vari- 
ous parts of the world. Admittedly, nationalistic feeling has 
sometimes been an obstacle to American investments outside the 
United States. Some of these obstacles have already been re- 
moved, and the O.E.E.C. is trying to go further. One of the 
main reasons, however, for the lack of interest shown by private 
investors lies in the fact that, in most underdeveloped areas, a 
large amount of investment that is not immediately profitable 
(ports, roads, railways, schools, hospitals) has to be made first, 
before the really profitable ones can be made. The European 
governments responsible for overseas territories have, in the 
last few years, made a really tremendous effort to provide 
the capital for these nonprofitable investments. In the year 
1951, the French alone contributed the equivalent in francs of 


[369] 


110 INTERNATIONAL ECONOMIC OUTLOOK [ VoL. XXV 


700 million dollars of public money toward the expenditures of 
overseas territories. I would hope that some means might be 
found which would lead to greater American public invest- 
ments, either directly or through such organizations as the 
International Bank for Reconstruction and Development or the 
Export-Import Bank. These two institutions have done a very 
good job in past years. In the case of the Export-Import Bank, 
its contribution to a world balance of trade and payments 
would be greater if its loans were not tied to the export of 
American goods and if the recipient countries were free to 
spend the money wherever they could find the goods they 
wanted at the cheapest price. That would be the best way to 
reéstablish a mutually satisfactory pattern of world trade and 
payments. 

Liberalization of trade and payments must involve also freer 
movements of people. Still more important, this is the only 
way to solve acute problems in some of the most politically im- 
portant countries of Western Europe. I have mainly in mind, 
of course, Italy. I have been greatly encouraged in the last few 
days by the proposal made by the President, with a view to au- 
thorizing the entry into the United States of some 240,000 
refugees in the course of the next two years. This is certainly 
a step in the right direction. 

Europe’s overriding responsibility must be the determination 
to live within its means and still secure its basic objectives of 
defense investments and a rising standard of living. To accom- 
plish this task Europe has to become more competitive, in such a 
Way as to permit its products to enter the American market 
and to take better advantage of the larger flow of United States 
dollars in the world. Europe must adjust its industrial struc- 
ture so as to produce, in greater quantities, the goods which the 
world needs, at the right prices and with normal delays in de- 
livery. 

In the report which the O.E.E.C. published last December, 
under the tithe EUROPE—the Way Abead, the major elements 
of a Western European plan of action were summarized in the 
following words: “The securing of internal financial stability 
and appropriate price and cost relationships with the outside 
world; an expansion of production concentrated in the lines re- 
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quired for high priority domestic needs and for export require- 
ments; and an intensification of the export drive.” 

If I may now turn, to finish the picture, to the under- 
developed countries, the importance of which cannot be over- 
estimated, I would like to say that their economic development 
would greatly contribute to an increase in the non-dollar food- 
stuffs and raw materials the world needs. It would, likewise, 
provide a growing market for heavy industry and equipment. 
This would require, however, policies which would generate 
mutual trade at a high level. It would also require a large flow 
of capital and it would be the responsibility of the capital-im- 
porting countries to ensure that the treatment of foreign in- 
vestments would be attractive to the investors and remain so. 

I have tried to outline the long-term program. It is one 
which I believe all the European countries would agree on, but 
I feel that in addition we must work out, in the coming weeks 
or months, a short-term program. If anything happens in this 
world we must not be caught off balance. We must be ready, 
not for an emergency in a year or in two years’ time, but for 
an emergency in three months or in six months. 

What the short-term program should be has still to be deter- 
mined, but I do believe that on the European side there should 
be an increased effort to remove the last signs of inflation, to 
improve the budget position of those countries which are still in 
great disequilibrium, to strengthen and improve the structure 
of the European Payments Union—to which I shall come a 
little later—and progressively to remove import restrictions on 
goods coming not only from other European countries but also 
from the rest of the world, and especially from the United 
States. 

In the United States I feel that holding the present position 
may be the best we can hope for in the very near future, but I 
also feel that policies should be evolved to fit the consequences, 
for the world at large, of a possible American recession, which 
might not represent a great danger for the United States but 
which would have a tremendous and terrific impact on the rest 
of the world. 

I do not know what those short-term policies should be, but 
possibly they should include efforts to continue the purchases 
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of raw materials while the adjustment is being made, and to 
build up the necessary stockpiles. I think that by this means 
we would avoid, anyway, the worst repercussions of an Ameri- 
can recession on the rest of the world. 

Having said that, I want to say a few words about how we 
should codperate in order to achieve our objectives, assuming 
we have agreed on objectives, which I think would be easy be- 
cause we are all of the same mind. We are all free men, and we 
all want to solve the problems. 


How to Go About It 


But how is that close codperation between the many coun- 
tries of the free world going to be achieved? Following World 
War II, it had been assumed that, after a short period of eco- 
nomic and political reconstruction, it would be possible to es- 
tablish a world system of multilateral trade and payments and, 
at the same time, to maintain high rates of employment and 
economic development. World-wide institutions were created 
or planned with these objectives in mind. Some have fulfilled 
all our hopes; others have been disappointing. 

One reason for that disappointment may be that the whole 
free world is not yet ready to be unified economically: that the 
same set of trade and payments rules cannot be applied to all 
countries, irrespective of the degree of their economic develop- 
ment. Another reason is that we have not yet mastered the 
techniques of getting fifty countries or more to agree on de- 
tailed programs and thus move together toward fixed objectives. 
The experience of O.E.E.C.—and this is my limited experience, 
but it is an experience which I have lived intensely in the past 
five years—is that day-to-day codperation between 20 countries 
(including the United States and Canada), most of them highly 
industrialized and facing similar problems, is the best we can 
hope for in the present circumstances. The countries which 
work together must have an intimate knowledge of each other’s 
situation. 

I would like to add that the success of the O.E.E.C.—in so 
far as it has been successful—has been due to a large extent to 
the fact that, as we went on year after year, a few personalities 
have emerged from among the delegates, a few persons who 
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progressively took more and more of an objective view of the 
problems, and started discussing them not as national delegates 
but rather in a way as representatives of Europe. 

That leads me, Mr. Chairman, to the conclusion that uni- 
versal institutions do have limitations. They can, nevertheless, 
play a useful role of general codrdination, but it would be a 
mistake for them to try to deal with the details of each prob- 
lem. It would be unwise to try to solve our problems by creat- 
ing new international organizations or by convening world- 
wide conferences, with the hope that by doing that we would 
solve our problems. In my opinion, we would make them more 
difficult. 

The next step is to recognize the extreme importance of right 
decisions on the part of each of the leading nations of the free 
world. It is true that international codperation at various levels 
is necessary to solve our basic problems; but the best that inter- 
national codperation can do is to codrdinate and harmonize na- 
tional policies. No amount of international goodwill and co- 
operation can be a substitute for effective national policies well 
conceived and vigorously pursued. We need strong democratic 
governments, knowing their minds and able to carry with them 
parliament and public opinion. Nothing will take the place 
of that. 

There is no doubt, for instance, that progress in the direction 
of a world system of multilateral trade and payments depends 
primarily on sound economic and financial policies on the part 
of both debtor and creditor nations. It is also clear that a 
steady expansion of production in the world requires decisions 
largely on a national scale on the part of private bodies as well 
as governments of the leading countries. 

I am not trying to minimize the importance of collective ac- 
tion, but time is short. We cannot go on experimenting. We 
should work through those international organizations which 
have proved effective. This applies, in my opinion, for in- 
stance, to the Commonwealth and to the sterling area, which 
handles more than half of the international settlements of the 
world. The Commonwealth is, in a world threatened by dis- 
integration, a powerful union of free countries. 
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It applies also to the O.E.E.C. and to its offshoot, the Euro- 
pean Payments Union, which have succeeded in removing many 
of the payments and trade restrictions which hampered the cir- 
culation of goods and services in a vast area, including not only 
the countries of Western Europe, but also their dependent ter- 
ritories and the whole of the sterling area. The E.P.U. and the 
European trade liberalization system have already weathered 
many storms. 

Last year, when the United Kingdom and France reéstablished 
restrictions on trade, the normal consequence in any world we 
have known in the past would have been for the other countries 
to take reprisal measures. It would have been for the Italians, 
the Germans, the Belgians and the Swedes to say: “ All right. 
You restrict your imports, we are going to restrict ours.” 

But instead of that, what actually happened was the op- 
posite. Because they were all working together in the system, 
Germany, Italy, Sweden, Belgium and others removed more re- 
strictions on their trade with France and England in order to 
help France and England. As a matter of fact, Italy went so 
far as to remove restrictions on all her imports and she even cut 
down her tariff. This is an achievement which I can assure you 
is of no small magnitude, and I must say that we were all very 
pleased last month when the Chancellor of the Exchequer was 
able to tell the Council of the O.E.E.C. that following the im- 
provement in the British position—improvement made possible, 
that is, by the measures taken by the other countries—England 
Was in a position also to remove a great part of the restrictions 
she had reimposed. 

Today, more than three quarters of the quantitative restric- 
tions to trade have been abolished in Western Europe. The 
E.P.U. system of multilateral settlements is clearing about 60 
per cent of world trade. As I said before, it covers not only 
Europe but also the dependent territories of Europe and the 
whole of the sterling area. It is, therefore, quite clear that 
E.P.U. and the trade liberalization system not only are power- 
ful instruments working for the integration of Europe, but 
they have a significance which is more than regional and of 


interest to the world as a whole. This is especially true of the 
E.P.U. 
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In the field of development, I would like to mention the 
International Bank which has done and is doing very construc- 
tive work. 

The Schuman Plan represents a first step toward a close eco- 
nomic and political union of six countries of continental West- 
ern Europe. 

We must try to build on what we already have. The United 
States, the Commonwealth and the O.E.E.C. are powerful pil- 
lars on which it should be possible progressively to erect the 
world system of trade and payments. The International Mone- 
tary Fund and the General Agreement on Tariffs and Trade 
could play a very important réle. The British government has 
recently put forward proposals for reéstablishing convertibility 
of the pound and other currencies and freeing trade progres- 
sively on a world basis. I would like to say that they represent 
a most constructive approach to our problems. 

In our effort to reach a world system of multilateral trade 
and payments, we shall have to move empirically, taking one 
step at a time. It is highly desirable, for the United States, 
Canada and the European countries, that the restrictions exist- 
ing today on the imports of dollar goods into Europe be 
progressively removed, starting with the imports of raw ma- 
terials and foodstuffs. But the possibility and the speed of such 
progress depend, of course, on how successfully both Europe 
and the United States can adjust themselves to the new condi- 
tions which prevail in the world. 

I would like to conclude by submitting to your earnest at- 
tention my thoughts on two subjects which seem to me of the 
greatest importance. The first concerns the réle of the United 
States. Whatever decisions we reach as to the course we should 
follow, it will involve close codéperation between the major 
countries or groups of countries of the free world. In this co- 
ordinated move, the United States will have to play the rdle of 
leader. This position flows from the economic supremacy of 
the United States among the free nations. It is not the result 
of a decision. It is a natural and inescapable fact, as a moun- 
tain or a river is a natural and inescapable fact. 

Finally, the action I have tried to outline in my remarks, or 
any other action—because I do not want to be dogmatic— 
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which, after examination, would appear preferable, is urgent. 
If we do not move forward, we are going to slip backward. 
The world is in movement. Either we try to guide it toward a 
better future—the future the great masses of people look to— 
or we are going to be crushed by it. Here, too, there is no 
choice. There are, of course, many arguments why we should 
move slowly, but none has the slightest value in the face of the 
necessity which confronts us to act quickly, in order to save the 
values which are the meaning of our life. [Applause] 
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REMARKS BY THE CHAIRMAN 


PRESIDENT Douctas: Mr. Marjolin, thank you, sir, very much, in- 
deed, for that very illuminating speech. 


I know you all join with me in thanking those who have partici- 
pated in the program throughout the day for the contributions they 
have made to the discussion. 


References have been made to the shifts in the political centers of 
power, to the shifts in the centers of military power, to the modifica- 
tions of frontiers, to the wave of nationalism that was spreading over 
various parts of the world. Reference has been made to the appear- 
ance of the United States as a massive monolithic force, and to the 
migration of military and political power to the North American 
continent. 


It is against this set of changed conditions that the problem of re- 
storing or creating international economic and financial balance must 
inescapably be viewed. It is against this set of new conditions, despite 
the appearance of international institutions aimed at mitigating the 
ardors of the problem, that these four dilemmas still have to be ex- 
amined. 


Shall international order be restored by the medium of a relatively 
free international system, at least among those nations that constitute 
the Western community? (And I use the word “ Western” in its 
philosophical rather than its economic sense.) Are the peoples of the 
Western communities prepared to accept the internal discipline neces- 
sary to recapture that sort of international order? Or will it take the 
form of maintaining or admitting a highly flexible external value of 
money in the hope that an internal inflexibility can be preserved? Or 
will it take the form of an external inflexible value of money pre- 
served by a whole series of restrictions and limitations and prohibi- 
tions? Or will there be no balance at all? 
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For myself, it is the first alternative, and the first alternative alone, 
which we should attempt to achieve, and I would resolve this unre- 
solved issue between Alice and the Cat by selecting that alternative. 

But the question which all of us—not only here but in all of the 
communities of the Western World—must resolve is whether we are 
prepared to pay a lesser price for a future benefit, or a smaller present 
price for a greater penalty. 

On that note I declare this meeting of the Academy adjourned. 
[ Applause ] 
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